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PREFACE 


Among the responsibilities imposed upon the Administrator by 
the Rural Electrification Act are certain functions which he 
has delegated to the Finance Division. In carrying out its 
responsibilities, the needs of the division’s portion of the 
program have given rise to certain well defined objectives, 


aa 
namely, to determine: : 


a 
on - 
1. Whether Government loan funds have been distributed *o 
the borrower’s accounts for purposes consistent with 
the Rural Electrification Act of 1936, as amended. 


~ 


2. Whether borrowers are complying with the terms of the 
loan contract, note and mortgage, as well as prescribed 
policies and regulations. 


3. Whether borrowers’ records are being maintained ef fi- 
ciently from a financial standpoint, transactions are 
recorded accurately, and whether revenues are suffi- 
client to meet all charges, including principal and in- 
terest payments of the Government loan. 


4. Whether borrowers conform to accounting procedures 
prescribed by REA, and if their loan account records 
are properly maintained and in agreement with REA 
records. 


The success of the program must largely rest upon the efforts 
of field auditors capable of performing an unusual type of 
accounting service. Their sphere of action comprises: 

(1) Electric utility accounting; (2) Municipal and State 
Government accounting; and (3) Corporate cooperative account- 
ing. Owing to the nature of their work, field auditors must 
maintain a keen allegiance to the program and the Adminis- 
trator in order that the interests of the Government may be 
fully protected. 


The purpose of this handbook is to establish uniformity in the 
performance of field auditors’ assignments. It provides a 
general working plan for each type of audit required as well 
as instructions for the auditor in conducting his work. ‘The 
audit standards established herein are based on the require- 
ments of the Administration for the audit program. The audi- 
tor is expected to exercise his initiative and judgment in 
conducting his audit so as to meet these standards. 


It has long been recognized that the work of the Rural Elec- 
trification Administration auditor is comparable to that of 
the professional public accountant. This material, therefore, 


wes developed to conform with both Government regulations and 
the commercial auditing standards of the public accounting 
profession. 


The revisions and suggestions relating to the various auditing 
steps result from the many new developments caused by the 
growth and expansion of REA activities. The procedure in this 
handbook represents the crystallization of these changes in 
the requirements of the audit program into minimum auditing 
standards for the Rural Electrification Administration. 


This handbook has been prepared asa guide for new REA auditors 
and as a reference book for experienced REA auditors. Special 
consideration has been given to the experience and background 

of new members of the audit staff and the manner in which they 
are recruited. 


Members of the field audit staff necessarily differ as to ex- 
perience and ability. Some new auditors have come up from 
the ranks in the Finance Division, others have previously 
been employed as bookkeepers for REA borrowers, and some have 
been recruited from outside the REA field of activity. We 
have accepted the responsibility for providing training for 
all new field employees which will assist them in becoming a 
part of an operating staff capable of meeting REA require- 
ments 1n a uniform manner. 


Parts I and II of the text have been devoted to background 
material and to a restatement of audit fundamentals and prin- 
ciples, whereas Parts III, IV, and V have been devoted to au- 
dit procedures, the audit report, and required auditors’ 
working papers. REA field auditors will find the handbook a 
reliable and speedy source of information in their daily work. 


The main cbjective which has prompted the preparation of this 
handbook, beyond that already described, is the need of as- 
certaining to a conclusive degree that our audit procedure is 
adequate while sinmltaneously relieved of operations or proc- 
esses which will impair the effectiveness of an audit. This 
further excludes steps incident to the work which might ordi- 
narily be considered valuable but not entirely essential. 
Every source of information considered helpful has been con- 
sulted beyond the actual experience gained during upwards of 
12 years, which period disclosed the needs of our program as 
reflected by the industry represented, and we herewith re- 
lease this handbook which constitutes the first edition of 
what we have concluded to be the definition of a MINIMUM 
ACCEPTABLE AUDIT. 


June 1948 Jos. F. Marion, Chief ce 


Finance Division 
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PART I 
INTRODUCTION 


HANDBOOK FOR FIELD AUDITORS 
.) PAR, INTRODUCTION 
REA OBJECTIVES AND ACTIVITIES 


(1) The Rural Electrification Administration was created by 
Executive Order No. 7037, dated May 11, 1935. The follow- 
ing year its program was accepted by the Congress and it 

« was reestablished as the Rural Electrification Administra- 
tion, with the enactment of the Rural Electrification Act 
of 1936. The Act specifies that its powers shall be 
exercised by an Administrator who is authorized and 
empowered to make loans to persons, corporations, States, 
Territories, and subdivisions and agencies, thereof, 
municipalities, peoples utility districts and coopera- 
tives, nonprofit, or limited dividend associations 
organized under the laws of any State or territory of the 
United States. The agency is to lend public funds to 
eligible borrowers for the purpose of financing the con- 
‘struction and operation of generating plants, electric 
transmission and distribution lines or systems for the 
furnishing of electric energy to persons in rural areas 
who are not receiving central station service, also 

| - financing the wiring of the premises of persons in rural 

=) areas and for the acquisition and installation of elec- 
trical and plumbing appliances and equipment. 


(2) The construction loans are, as a rule, for the full amount 
necessary to construct a system and to get it into opera- 
tion, and the security therefor is a mortgage upon the 
properties and other assets of the borrower. For the 
loans to be used for financing house-wiring and electrical 
and plumbing appliances, the security accepted is usually 
the notes given to the borrower by its consumers, which 
notes are pledged as collateral for this class of loans. 


REA POLICY WITH RESPECT TO AUDITORS’ RELATIONS WITH 
BORROWERS 


(3) The majority of loans made for construction and for house- 
wiring and appliances have been made to cooperatives or 
non-profit organizations. Some loans have been made to 
municipalities, public power districts, and to private 
power companies. The management of the business affairs 
of the borrowers does not come under the control of REA 
since REA is merely a lending agency for the promotion and 
development of electrification of rural areas. As such, 


PAR. 


(4) 


(5) 


(6) 


(7) 


the REA or the U. S. Government has no ownership or 
financial interest in any of the borrowers except to the 
extent of the amount of the mortgage or other collateral. 


The Rural Electrification Administration was established 
by the Congress as an agency to execute a program of 
rural electrification, primarily by the lending of funds 
to eligible borrowers for furnishing central station 
electric service to persons in rural areas. Incidental 
to this primary objective is the responsibility of safe- 
guarding the loans and of guidance and assistance in the 
operation of the systems to promote the earning capacity 


of the properties constituting the security for the loans. 


REA has not been authorized to acquire, construct, own or 
operate electric systems (except properties acquired by 
foreclosure or other sale, within specified limitations) 
or to serve as operator directly,or indirectly of elec- 
tric systems of borrowers. 


As previously stated, the borrowers are independent cor- 
porations or organizations who control and manage their 
own business affairs. The majority of borrowers are 
cooperatives or nonprofit organizations. At first the 
borrower is more or less dependent on the accumulated 
experience of REA for this guidance and assistance. This 
service should, however, diminish during the life of the 
loan contract and in proportion as the borrower gains 
experience. 


REA’s relationship with borrowers is, therefore, that of 
an adviser and guide, and the auditors must bear con- 
tinually in mind that it is contrary to administrative 
policy for any REA representative to demand action where 
action is indicated. [It is the auditors’. job first to 
secure factual data concerning the financial and manage- 
rial affairs of the borrowers which will insure a compre- 
hensive audit report, and secondly, to educate and per- 


suade the borrower as to the need for correctly recording 


transactions to present to its management and to REA a 
true picture of results of its operations. Auditors | 
should realize that they are merely advisers and consult- 
ants in addition to their normal duties as auditors. 


‘€ 


€ 


During the course of an audit, at a special assignment, or 


on other occasions, should the borrower raise a question 
as to why certain procedures are required, the auditor 
should tactfully explain the reasons for REA policies. 
The auditor should make it clear that REA welcomes 
suggestions for improvement of REA policy and procedures. 
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If the auditor does not have the information required, 
he should inform the borrower that he will endeavor to 
secure an answer to the query or that he will report the 
matter to the Washington office. 


It should be borne in mind that the REA auditor must con- 
duct himself in the manner generally followed by public 
accountants, that he is a fact finder, and that he does 
not possess administrative authority. The REA auditor 
is, however, expected to report any condition which he 
deems to be out of line with good accounting and sound 
business practices within the scope of the REA program, 
policies, procedures and regulations. 


FUNCTIONS OF FINANCE DIVISION 


The Finance Division was created and established on 
September 16, 1937 by General Order 59. Its functions 
may be briefly stated to consist of responsibility for 
records and accounts pertaining to procurement of loan 
funds and their repayment; for records and accounts 
pertaining to loans made to borrowers and their repay- 
ment; for assistance to borrowers in respect to their 
financial records and accounts; and auditing of 
borrowers’ accounts and preparation of financial reports 
and statements. These activities may be divided into 
three main functions, as follows: 1. Fiscal Accounting 
Functions; 2. Commercial Accounting and Auditing 
Functions; 3. Advisory and Instructional functions. 


1. Ftscal Accounting Functions: 


(a) Control and maintenance of allocation budgets 
of loan funds and revisions thereof. (The 
auditors’ résponsibility herewith is to 
verify that the total of allocation budgets 
is properly recorded on the books of the 
borrower. ) 


(b) Review and approval of borrowers’ requisi- 
tions in reference to approved budget for 
advance of loan funds. (The auditors’ 
responsibility herewith is to verify thav the 
loan funds, as shown by the approved Finan- 
cial Requirement Statements, are properly 
reflected on the books of the borrower. ) 


(c) Preparation of billings and recording of 
collections of borrowers’ interest and 
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2. 


principal payments and maintenance of G 
accounts and records with reference thereto. “= 
(The auditors’ responsibility here is limited 

to a determination as to whether or not 

the borrower is checking computations of 
amortization statements and verifying the 
accuracy of interest computations. ) 


(d) Maintenance of records of loan fund transac- 
tions including appropriations, advances, 
and collections of interest and principal 
repayments. (The auditors’ responsibility 
herewith is to reconcile the balances as 
shown by the quarterly interest statements 
with the books of the borrower. ) 


(e) Custodian for all loan documents such as 
contracts, notes; mortgages, bonds, and 
other securities. 


Commercial Accounting and Auditing Functions: 


(a) Design of uniform system of accounts of 
borrowers and formulation of accounting pro: 6. 
cedures and revisions thereof. (It is the - 
auditors’ responsibilities to correlate the 
accounting systems and procedures maintained 
by borrowers with those instituted by REA 
and to suggest changes to the Washington 
office if the auditor deems them necessary. ) 


(b) Review and approval of expenditure reports 
and receipts for disbursements to account 
for loan funds in accordance with existing 
REA instructions. (The auditors’ respon- 
sibilities in connection with disbursements 
of REA funds are to verify the propriety of 
each disbursement from the construction 
fund and to determine whether it has been 
disbursed for approved purposes as set forth 
in the loan contract or other documents. 
Where unallowable or improperly supported 
disbursements are discovered by the auditor, 
the borrower should be requested to reim- 
burse REA Construction Funds during or 
shortly after the audit. ) 


(c) Approval of accounting and related financial @ 
aspects of borrowers’ utility plant through 
review and approval of contract and force 
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account inventories, construction work 
orders, retirement work orders, construction 
cost records, and inventories of properties 
acquired by borrowers, and adjustments 
thereto. (The auditors’ responsibility in 
connection with this function is to ascer- 
tain the propriety of charges to work in 
progress as recorded on the borrowers’ 
records, and the accuracy of distribution of 
these charges to plant accounts. ) 


Conducting audits of the books and accounts 
of the borrowers and certifying to the 
financial statements and accompanying 
comments. (This is the primary function of 
the auditor. The details of the different 
audits, assignments to auditors, purposes of 
audits, and the methods pursued to accom- 
plish the aims herein expressed, are set 
forth in the following chapters of this 
manual. ) 


(12) 3. Advisory and Instructional Functions: 


(a) 


(b) 


Assistance to borrowers to maintain 

recommended accounting principles and pro- 
cedures through manuals, memoranda, field 
visits, conferences, and correspondence: 

(It is the duty of the auditor to assist 
borrowers to maintain their books and 
accounts in accordance with recognized 
principles of accounting and to point out the 
reasons for installing and maintaining the 
necessary records. Auditors are expected to 
make suggestions in their reports for modi- 
fications of procedures recommended by REA 
if they find they are in need of improve- 
ment, or for installation of procedures if 
the auditor feels that they should be 
recommended to borrowers. ) 


Assistance to borrowers on problems having 
accounting and related financial aspects 

such as preparation of insurance claims, 
reports for regulatory bodies, special 
reports, defalcations, etc. (The auditor will 
receive special instructions to make investi- 
gations of the borrowers’ books and records 
and to compile the required data, information 
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(d) 


(e) 


(f) 


(g) 


and report for submission to his Regional ( 
Office. The resulting reports will then be 
issued by the Regional Office direct to the 
borrowers. ) 


Analysis of audits and preparation of reports 

for use of borrowers and other divisions of 

REA. (All working papers and reports are 

compiled and prepared by the auditor while in “ 
the field. The analysis and distribution of 

the reports are a function of the Regional 

Office of REA. ) 


Consultant to other divisions of REA on prob- 
lems having accounting and financial aspects, 
such as acquisitions, sales and transfers of 
property, advance of funds, refinancing notes, 
records and forms, valuations, insurance 
claims, tax reports, personnel, etc. 

(Normally a function of the Regional Office 
but dependent upon the accuracy and complete- 
ness of the working papers and reports com- 
piled and prepared in the field by the 
auditor. The auditors may.be called upon to 
act in this capacity in the field in which ¢ 
cases special assignments will be made to 
them. ) 


Preparation of periodic and special reports 
on financial matters concerning loan funds 
transactions and estimates of funds required 
for advances for submission to U. S. Treasury 
Department, General Accounting Office, and 
Department of Agriculture. 


Assistance to borrowers by instructing their 
personnel on accounting matters through the 
medium of the REA correspondence course con- 
taining the basic fundamentals of electric 
utility accounting, as well as specialized 
and technical training concerned particularly 
with REA system of accounts. 


Render bookkeeping assistance to borrowers. 
(This function does not normally contemplate 
doing the bookkeeping work for the borrowers. 
When performed, it is assumed that this work 

is done to a limited extent and then for . 
illustrative purposes only, as a guide for G 
the future. To continue to perform bookkeep- 
ing work for borrowers after they are 
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established not only reduces audit produc- 
tion, but does not accomplish one of the 
basic aims of REA which is to assist our 
borrowers in becoming self-sufficient. 
Fundamentally, it is essential that we show 
the way to borrowers in their conduct of 
their bookkeeping operations with written 
instructions when necessary, supplementing 
the publications and memoranda furnished by 
REA, indicating the application of those 
data to the specific problems confronting the 
individual borrowers. ) 


FUNCTIONS OF OTHER LINE DIVISIONS 


In addition to the Finance Division the other line divi- 
sions which have been established within the organiza- 
tion of REA to carry out the intent and purposes of the 
Rural Electrification Act of 1936, as amended, and the 
policies as issued by the Administrator are: 


1. Applications and Loans Division 
2. Engineering Division 

3. Management Division 

4. Power Division 


A brief statement of the functions of each of these 
divisions follows: 


Applications and Loans D1v1sion. Within the scope of 
general REA programs and directives, this division is 
responsible for development and execution of plans for: 
advising and assisting sponsors seeking rural electric 
service to develop valid organizations; advising and 
assisting sponsors and borrowers in the conduct of 
unelectrified farms and preallotment surveys for orderly 
extension of rural electrification and in the prepara- 
tion of applications for loans for such purposes as may 
be made pursuant to the Rural Electrification Act of 
1936, as amended; determining self-liquidity of loan 
applications; certifying and recommending for approval 
of Administrator applications for all types of loans; 
consummating loan agreements, recommending extensions of 
outstanding notes except under Section 12 of the Act, as 
amended; encouraging and stimulating utilization of 
electric power through advising and assisting borrowers 
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in activities concerned with maximum beneficial use 
and procurement of electrical appliances and equipment 
and with development of rural industries; establish- 
ing and conducting wiring and plumbing educational 
programs. 


Engineering Division. Within the scope of general REA 
programs, policies, procedures and standards, this di- 
vision is responsible for the conduct of al] REA ac- 
tivities pertaining to rendering engineering advice 
and assistance to borrowers in the design, construc- 
tion and technical operation of rural electric distri- 
bution systems and related facilities. Jt recommends 
approval of the proposed and completed distribution 
construction, and carries out a program of inspection 
with respect to the quality of poles, pole inspection 
service, and the compliance with standards for pole 
treating processes. 


Management Diviston. Within the scope of REA programs, 
policies, procedures and standards, this division con- 
ducts all REA activities pertaining to advice and as- 
sistance in the general management of rural electric 
distribution cooperatives and locker plant coopera- 
tives; this includes rendering service and assistance 
on business management, operating and financial per- 
formance, maintenance of proper organization, person- 
nel, retail rates, labor relations, insurance, taxes, 


€ 


transfer of property between borrowers, work procedures, 


office management and other business management matters. 


Power Division. Within the scope of general REA pro- 
grams, policies and procedures this division formu- 
lates, plans, and develops programs concerning al! as- 
pects of supplying power, either through purchase or 
generation, to be distributed to consumers. I[t ad- 
vises and assists borrowers in the design and construc- 
tion of generating plants and transmission facilities. 
In addition, it makes recommendations to borrowers on 
such matters as the purchase of power, wholesale 
rates, and power contract negotiations. [t is the re- 
sponsibility of the Power Division to provide general 
management advice and assistance with respect to cen- 
tral generation and transmission systems and advice 
and assistance in the operation and maintenance of all 
generating plants and transmission systems. 


The principal activities of the line divisions are in 
the field where direct contact is had with the direc- 
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tors, officers and personnel of the borrower and with 
the public in general by REA fieldmen. These REA 
fieldmen have a primary responsibility for their spe- 
cific divisional activities. Incidental to the per- 
formance of their activities, problems may arise af- 
fecting the functions of other divisions. If REA has 
issued specific written instructions on the subject, 
the fieldman may point to these written instructions as 
a guide in solving the problem. If, on the other hand, 


’ written instructions have not been issued and the prob- 


lem is one requiring interpretation of another divi- 
sion’s functions with which he is not familiar, the 
fieldman should confine his advice and assistance to 
those problems concerned with his primary responsibili- 
ties only, and should report all problems discussed to 
his superior for transmittal to the REA division con- 
cerned.. In addition to the fave line divisions there 
are four other divisions rendering directly or indi- 
rectly specialized services to REA borrowers. These 
divisions are Personnel, Administrative Services, In- 
formation Services, and Technical Standards. 


Rural Electrification Division — Office of The Solic1- 
tor. Legal work relating to REA is under the direction 
of an Associate Solicitor. In Washington legal serv- 
ices are furnished by two divisions and there are nine 
regional offices in the field. The Electrification 
Loans Division performs legal work relating to loan 
proposals, the effectuating and validating of loans, 
and determines legal sufficiency of the security for 
loans. It prepares loan agreements, notes, mortgages, 
bonds and trust indentures, also all required municipal 
ordinances and resolutions, incident to the long-term 
financing program of REA. It reviews all documents 
pertaining to such matters as debt refunding, reorgani- 
zations, mergers, consolidations, acquisitions, and 
conveyances. It handles problems involving the main- 
taining of loan security and the enforcement of se- 
curity rights. The Electrification Operations Division 


performs all legal work necessary to protect the in- 


terests of the Federal Government in the administration 
and enforcement of Section 4 loans in relation to 
borrower contracts with others, rights-of-way, permits, 
franchises, land titles, insurance, etc., incident to 


‘construction. It also handles the legal aspects of all 
matters touching upon the security: and‘ safety of loans, 
‘when such matters arise from operations, litigation, or 


opinions by borrower attorneys. 


PART II 


THE REA AUDIT PROGRAM 
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THE REA AUDIT PROGRAM 
THE AUDIT APPROACH 


While field auditors of the Rural Electrification Admin- 
istration, from an employment standpoint, are not 
primarily engaged in professional accounting, they are, 
nevertheless, bound by the ethical standards and prac- 
tices of their profession and by the technical require- 
ments of accounting science. They must also adhere to 
a single, integrated, coordinated and planned audit 
program. Teamwork in the strictest adherence to this 
plan and program is one of the invariable requirements 
in the audit. 


The uniformity of audit subjects, objectives and pur- 
poses make it possible to standardize each step of the 
audit plan, outline specifically much of the mechanics 
and develop bases on which auditors can apply judgment 
and accounting principles to anticipated situations. 
Much can be made routine, but complete elimination of 
the human element is never possible. The standards 
outlined herein are intended to provide uniformity and 
if adhered to, wil] result in a greater number of high 
quality reports. In the REA field audit work where 
there is in effect a uniform system of accounts, and a 
practically uniform set of problems to be dealt with, 
the audit procedure can be specified in considerable 
detail in performance instruction. 


Audit Objectives. The general purpose for making REA 
audits is to determine the financial condition and 
operating results of the borrowers; and to determine 
adherence to REA requirements with respect to accounting 
records and procedures. tach audit conducted will re- 
quire that the auditor use his technical knowledge of 
accounting in the perforinance of the particular exami- 
nation involved. ‘the following, as a general rule, are 
the objectives of examinations of the records of REA 
borrowers: . 


1. To determine and report the status of REA loans 
to the Administrator of REA and the borrower. 


9. To determine the financial condition and results 
of the borrower’s operation since they relate to 
the borrower’s ability to repay its obligation 
to REA. 
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3. To furnish REA and the borrower periodic reports Cc 
on the financial condition of the borrower as a 
guide to better management. 


4. To detect and prevent the possibility of fraud. 


5. To determine the adequacy and accuracy of rec- 
ords and whether there has been adequate and 
effective internal check and control. 


6. To detect errors for the purpose of correcting 
the records themselves and for giving instruc- 
tions to the bookkeeper regarding better methods 
of recording the business transactions of the 
organization. 


7. To enable the borrower to prepare verified state 
and federal financial reports. 


8. To inform the management concerning trends and 
the manner in which the business is being con- 
ducted, as reflected by the records. 


9. To determine assets and liabilities resulting Cc 
from the sale or acquisition of er opeu Gs and aa 
make proper entries. 


10. To determine construction costs and make proper 
distribution to the capital accounts. 


11. To determine borrower’s compliance with the 
terms of the loan contracts, agreements, and 
approved procedures. 


12. To verify the propriety and budget classifica- 
tion of disbursements from construction loan 
funds and correct the borrower’s reports to REA. 


13. To determine the amount of construction financed 
from the general fund of the borrower. 


(23) The REA Audit Program. After a cooperative has been 
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organized and the Rural Electrification Administration 

has approved a loan to it, an RgA field auditor will 

visit the borrower for the purpose of establishing the 
record-keeping system. At this time the auditor will 

have the opportunity to be of greatest assistance to € 
the borrower and to the Rural Electrification Adminis- 
tration in setting up the approved bookkeeping proce- 
dures. The help and guidance given to the berrower’s 
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ieee will influence the efficiency of their record: 
eeping system for many years. 


At some later date, preferably while the power system is 
under construction, the auditor will be instructed to 
visit the borrower’s office again to review the progress 
of the personnel in applying recommended account ing pro- 
cedures. At this time, the auditor will audit the books 
and records to date, as instructed, and he will have 
further opportunity to answer specific questions arising 
from experience of the office personnel in the mainte- 
nance of the accounting system. 


After the electric system has been energized, succeeding 
visits will be made to the borrower’s office. The 
auditor will conduct other audits, as instructed, and 
will also distribute the costs of completed construction 
previously charged to work-in-progress accounts to the 
proper electric plant accounts on the basis of the ap- 
proved inventories. 


When the auditor finds that the records of the borrower 
are not properly maintained because of unusual circum- 
stances, it may be necessary for him to conduct a con- 
plete examination of all financial transactions of the 
borrower during the period urmder audit. This is known 
as a detailed audit. Greater emphasis on the proper 
instruction of the borrower’s personnel will generally 
be required during the course of an audit conducted 
under these conditions. 


It may be necessary for an auditor to visit the office 
of the borrower for a limited time to conduct an interim 
audit consisting of a review of the receipts and dis- 
bursements of the REA construction funds and the distri- 
bution of the charges and credits to the work in prog- 
ress accounts and to the several plant accounts. Such 
an audit is performed by an auditor under instructions 
embodied in the construction audit assignment. 


From time to time the auditor will be assigned to con- 
duct. audits of specific portions of the borrower’s rec- 
ords, such as a review of payments made to outside 
contractors and engineers, and to prepare certain re- 
ports on various subjects involving accounting records 
and procedures. These audits will be made in accordance 
with instructions contained in the special audit 
assignments. 
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In visiting the borrower’s office for any of the pur- 
poses mentioned, the auditor should bear in mind that 
his work is important to the proper functioning of the 
individual accounting system under review and that, 
through the information he provides for managerial pur- 
poses, his activities contribute greatly to the success 
of the Rural Electrification Administration program as 
a whole. 


Assignment Schedule. Before assigning field audit work 
to the auditor, the supervisor will determine the gen- 
eral nature and type of work required at the borrower’s 
office. This information is used in the preparation of 
an assignment schedule, which sets forth the type of 
assignment and any special instructions to the auditor 
regarding the work to be done. The assignment schedule 
serves as an official authorization for the auditor to 
proceed with the necessary work. [t is the duty of the 
auditor to carry out, these instructions and to comply 
with all requirements for each type of assignment as 
presented in this handbook. 


When two senior auditors are assigned to perform an 
audit jointly, the supervisor will designate the indi- 
vidual who is to be in charge. 


In special cases unforeseen conditions may necessitate 
revision of instructions on the assignment schedule. 
For example, records may be so incomplete that a de- 
tailed verification of the accounts is necessary to se- 
cure the desired information. Jn such cases, the 
auditor should communicate with his supervisor and ob- 
tain approval to do the additional work before starting 
on the ‘unassigned tasks. ‘Securing prior approval is 
important, since the time of the audit staff must be 
allocated on an overall basis. The observations the 
auditor inakes to his superior concerning the require- 
ments of the audit in question should be based upon a 
complete analysis of the situation at hand, together 
with a careful estimate of the amount of time required 
for the work. 


Not1tce to Borrowers of Anticipated Audit. At the time 


each general assignment is made, a letter may be direct- 


ed to the borrower, by the Regional Head or Field 
Supervisor, advising that an audit of the borrower’s 
records will be made by a member of our field audit 
staff in the near future; if the approximate date of 
audit is known, the borrower may be advised of such 
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date. The letter should call attention to the advan- 
tages to be gained by the borrower, as well as the au- 
ditor, by having certain records current and immediately 
available for the use of the auditor. The letter may 
include a list of the items which will be required by 
the auditor. A suggested list of such items is contain- 
ed in Paragraph No. 117. 


Auditor's Responsibility. The primary responsibility of 
the auditor is to conduct a study of the accounting rec- 
ords of the borrower which will disclose all possible 
information in regard to its true financial condition. 
The auditor is responsible for conducting this study in 
a manner which will determine the accuracy of the ac- 
counting practices used and will disclose defalcation. 
While this detection of defalcation is not the major 
purpose of the audit, the auditor has a definite respon- 
sibility for conducting his work in a manner that will 
disclose these facts. 


It is also the responsibility of the auditor to present 
complete and accurate statements of the financial con- 
dition of the borrower disclosed by this study which is 
supplemented by comments relating to the audit. These 
audit comments should state the pertinent facts, both 
favorable and unfavorable, in regard to the financial 
statements and conditions observed as to adequacy of 
records and accounting procedures. The auditor should 
also comment on such of the borrower’s business prac- 
tices as are pertinent to the financial report. Al- 
though the auditor is sometimes required to make a pay 
out status analysis reflecting ultimate repayment of 
the government loan, he should not place himself in the 
role of a prophet. Any statements made in his audit 
report in this or any other connection must be based on 
facts revealed by the records and must be so stated as 
not to be misleading. 


It is essential that the work on one assignment be com- 
pleted before the auditor moves on to his next assign- 
ment. All working papers and comments should be com- 
pleted while the auditor has access to the data avail- 
able in the borrower’s office. 


Professional Attitude and Demeanor. The field auditor 


is expected to conduct himself, both during official 


working hours and in his: leisure time, in a manner which 
will command respect from those who have occasion to 
with him or observe him. [In a broad manner of speaking, 
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the auditor is the employee of the people living in the 
community where he is assigned to audit the records of 
a borrower of the Rural Electrification Administration 
and he must expect from them the same keen appraisal of 
his work that he would receive from any exacting em- 
ployer. His conduct must be above reproach. [f it is 
not, he is subjecting himself to the suspicion that his 
audit work is of the same caliber as any lax personal 
habits or occasional shortcomings exhibited. The au- 
ditor’s personal conduct should be such that the integ- 
rity and impartiality of his investigations, findings, 
and reports may be beyond question. 


The following points are not all inclusive, but should 
be helpful to field auditors in determining conduct 
during performance of assignments: 


1. Always be neatly dressed. 


2. Both during and after working hours, conduct 
yourself with decorum. 


3. Ask no favors in violation of established De- 
partmental rules and regulations and accept none. 


4. Be honest in your convictions, free from preju- 
dices, scrupulous in your actions. 


5. Be loyal, self-reliant and dependable in the per- 
formance of your work. 


6. be sincerely cooperative during the performance 
of your audit. You can be friendly with the 


office staff without compromising your integrity 
and without irritating them by announcing that 


the ethics of the auditing profession requires 
the stand-offishness on your part. 


7. Contact the manager immediately upon arrival at 
the borrower’s office. At this time ask him if 
he prefers advice to be given to the bookkeeper 
only or to himself and the bookkeeper jointly. 


8. Be cautious in ycur criticism of the borrower’s 
office procedures and in recommending changes in 
office routines. 


9. Observe the ordinary office hours of the borrow- 
er so as to offer the least possible disruption 
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to the routine of the office staff. Be prompt 
in getting to work and work at least the minimum 
hours set by regulations. 


10. In cases wherein it becomes necessary to work 
alone in the borrower’s office, be sure that all 
monies, bonds and securities are locked in the 
safe or vault. 


11. Do not accept any cash receipts from patrons at 
any time. 


Procedure Upon Arrival at Borrower's Office. Upon ar- 
rival in the community in which the borrower’s office is 
located, if during office hours, it is expected that the 
auditor will immediately visit the borrower’s office. 
The auditor should introduce himself to the office re- 
ceptionist and request an interview with the manager be- 
fore starting the work assigned. 


If it is the auditor’s first visit, he should spend some 
time explaining the purpose of the visit and learning 
the general problems which are in need of attention in 
connection with the audit. There may be instances in 
which the manager cannot be, located immediately, in 
which event the auditor should explain the purpose of 
his visit to the employee in charge of the office. 
Pending communication with the manager, the auditor can 
well spend his time in observing the office routine in 
conducting the daily business. Much of the preliminary 
study of the borrower’s office procedure can be under- 
taken by the observation of work performed by the vari- 
ous employees. A discussion of problems presented by 
the office personnel will also aid the auditor in his 
study of the borrower’s accounting procedure. The ac- 
tual performance of the audit procedures should not be 
started, however, until the manager has been contacted. 
If the manager is expected to be absent for. an extended 
period, it must be assumed that he has delegated au- 
thority to the person left in charge of the office, and 
this latter individual should be interviewed with ref- 
erence to beginning the aud?t. 


Relations with Borrower's Personnel. The field auditor 
must avoid placing himself in the position of a tempo- 
rary unwelcome employee of the borrower, but must pre- 
serve complete independence without antagonizing the 
office staff. He must carefully evaluate the importance 
of all matters within his jurisdiction which arise 
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during the audit. He should avoid creating ill feeling 
on the part of the borrower’s personnel by making im-. 
portant issues out of trivial matters but he should be 
firm in his stand concerning things of consequence in- 
volving important principles. 


The auditor must be careful not to assume the attitude 
that records are kept by the borrower primarily for the 
purpose of audit. Likewise, procedures followed in 
maintaining these records are not primarily designed 
for the convenience of the auditor. Therefore, it is 
extremely important for the auditor to evaluate these 
procedures according to accepted business practices and 
not according to his personal opinions. The auditor © 
should be tactful in suggesting changes in procedures 
which are found to be wholly inadequate. A word of 
caution is proper at this time to the junior or assis- 
tant auditors working under the supervision of a senior 
auditor with respect to their conduct during an assign- 
ment. The junior or assistant auditor should always 
avoid any discussion with the bookkeeper or manager on 
matters relating to the records without the knowledge 
or consent of the supervising auditor. Any suggestions 
must be practical, follow accepted practices and must 
be in accord with other procedures in effect in the 
borrower’s office. The auditor’s suggestions concern- 
ing office procedures must be kept in the form of rec- 
ommendations since he is not authorized to insist on 
procedural improvements. The method to be followed in 
making these recommendations will be found in para- 
graph 47 of this manual. 


No manager likes to have the details of his business 
known to anyone other than the members of his own staff. 
Therefore, one borrower’s financial condition or pro- 
gress should never be divulged to employees of another 
borrower or outsiders. The auditor’s attitude here 
should be one of holding in strictest confidence al] 
facts learned during the audit. Those facts may be di- 
vulged only to the Rural Electrification Administration; 


to the chosen representatives of the borrower; and in a. 


court of law when acting as a witness. This same prin- 
ciple applies to comments on the condition and adequacy 
of the borrower’s records, office procedures followed, 
and the conduct or work of representatives of the Rural 
Electrification Administration who previously visited 
the borrower’s office. When you desire to point out or 
describe a very worthwhile practice followed by another 
borrower, the latter should not be identified. 
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Under no circumstances should the auditor be assisted in 
his work, in the borrower’s office, by anyone other than 
a qualified employee of the borrower or REA. The au- 
ditor may, with the approval of the manager, request the 
bookkeeper or other employee of the borrower to prepare 
special schedules, summaries, or other details but these 
must be checked and verified by the auditor. Paragraph 
117 contains. a suggested list of items which the bor- 
rower’s personnel should make available to the auditor. 


In his relations with the borrower’s personnel, the au- 
ditor should be firm but not harsh. [t is never advis- 
able to incur their il] will by assuming a dictatorial 
attitude or by a show of authority. The auditor can 
help establish good working relations with the manager 
and bookkeeper by causing a minimum of disruption of the 
normal work of the office. This can be implemented by 
the arrangement of work so as to use records and books 
at a time convenient to the office staff. The auditor 
should give consideration to the normal work flow of 
routine business when planning his audit program so that 
the borrower can keep the records in a current status 
during the audit. The borrower should not be advised 
to withhold monthly reports, prepared for the Rural 
Electrification Administration, until the audit is com- 
pleted. However, the borrower should be instructed to 
submit amended reports at the close of the audit when 
necessary. The auditor should not request borrower’s 
personnel to permit him to take any of their records 
from their office for his convenience in working in his 
hotel room. Audit work should be performed at the 
borrower’s office and not at the hotel. 


The auditor should never hesitate to admit lack of 
knowledge on matters not familiar to hin, and should not 
give offhand opinions on matters with which he 1s not 
entirely conversant. 


Recommending Changes in Procedures. During the course 
of an audit, the auditor may have discovered that the 
borrower uses certain bookkeeping procedures or office 
routine which are not in accordance with REA recommen- 
dations. He may also find that the borrower’s methods 
are not complete or are otherwise lacking in sound ac- 
counting principles. While it is the duty of the au- 
ditor to make suggestions or recommendations for the 
improvement of the records and changes in the proce- 
dures, the auditor must be extremely cautious 1n sug- 
gesting any changes and he must use tact in offering any 
opinions. 
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Prior to the auditor’s completion of his audit, or at 
least prior to his departure from the borrower’s office. 
he should discuss the condition of the records with the 
manager and present recommendations for the improvement 
of the accounting procedures to him. If the methods 
used are not in accordance with REA authorized and pub- 
lished procedures, the borrower should be requested to 
make the necessary changes. However, in making sugges- 
tions in any other procedure, the auditor should first 
ascertain how the particular procedure was developed. 
If it should be disclosed, for instance, that a previ- 
ous REA auditor had suggested the present procedure now 
found lacking, it is deemed advisable for the auditor 
to discuss the matter with the Regional Head or.Super- 
visor before making any suggestions for any changes, 
thereto. 


Auditors should refrain from making any statements which 
would reflect on the abilities of any other REA employ- 
ee. Care should be exercised in making any statements 
which are contrary to administrative policies. Such 
actions could cause the borrower to lose respect for 
the REA program and for the man making the statements. 


If the auditor finds it necessary to conment adversely % 
concerning any of the borrower’s personnel or activi- 
ties, he should tactfully discuss such matters whenever 
possible with the manager before he leaves the borrow- 
er’s offices. This will afford the auditor an oppor- 
tunity to present a clearer picture of the matter in 

his audit report. 


After discussing the condition of the records and rec- 
ommending. improvements in the bookkeeping and accounting 
procedures, it is essential that the auditor prepare a 
written statement giving a resume of the matters dis- 
cussej and suggestions offered. This statement may be 
forwarded to the manager at a later date but it is 
preferable for the auditor to give it to the manager 
prior to his departure from the borrower’s office, if 
such action is authorized by the auditor’s supervisor. 
Such a statement given to the manager gives him a visual 
picture as to what conditions need attention and what 

1s recommended to improve the situation. These recom- 
mendations should also be noted in the audit report. 


Attendance at Board Meeting. Ordinarily field auditors 
are not expected to attend borrower’s boards of direc- 
tors’ meetings for the purpose of discussing the results 
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of the audit before it has received final review and ap- 
proval by the Regional Head, Finance Division. In those 
instances where a borrower specifically requests the 
field auditor to discuss the preliminary conclusions of 
the audit with the board of directors, the field auditor 
may do so provided the auditor has clearance with the 
Regional Head, Finance Division. If clearance is given 
to the field auditor, his comments should be confined 
to: 


(a) A statement that the conclusions are preliminary 
pending final review and approval, 


(b) Factual data of an accounting and financial 
nature, 


(c) The necessary corrections recommended to make 
the borrower’s records more accurate or com-- 
plete. 


Contacts with Other REA Personnel. During the course of 
the auditor’s visit, other field representatives of the 
REA staff may have occasion to call at the same office. 
Friendly contact with the members of the field staff of 
other divisions of REA is desirable and should never be 
avoided. This does not mean that the auditor is 
expected to discuss the purpose or findings of his audit 
with other representatives, but general information 
which appears appropriate should be furnished such rep- 
resentatives as a matter of rendering assistance to 
them. At the same time, general information obtained 
from other representatives may prove helpful to the au- 
ditor. All field representatives should be interested 
in their primary objectives--success of the REA program 
in the broadest sense. 


AUDIT PERFORMANCE 


Audit Performance as Influenced by Proper Planning. 

This handbook deals largely with the procedures for con- 
ducting audits---the "WHAT" phase of the auditor’s 
responsibility. The "How" of his activity is of equal 
importance and is represented by his attitudes and 
methods. 


Our auditors are expected to follow as closely as ee 
sible the methods employed by public accountants w ich 
lead to the accomplishment of objectives without waste 
of energy. Auditors should work at high speed but not 
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under pressure. High speed arises naturally from hand- 


ling operations in the simplest and most direct manner, ~~ 


whereas the performance of work under pressure ordinari- 
ly results in doing things the hard way because of ex- 
citement. 


Planning Work. It is, therefore, obligatory on the part 
of the auditor to lay out his work in advance. Time 
consumed in this manner is by no means wasted, since he 
constructs the "assembly line" on which the "growing 
product" becomes completed, and as his work progresses, 
there is no hindrance or delay caused by certain un- 
finished operations which should have been provided for 
in advance. Lack of predetermined attention to such 
matters may easily become the reason why audits require 
a longer period than can be justified. 


A few illustrations should help to solidify in the mind 
of the auditor precisely what is meant. 


1. The auditor’s work sheet prepared in advance 
carefully lists all of the general steps which 
he will be required to follow in the conduct of 
his audit. The items listed have previously 
been arranged as to logical sequence and rela- 
tive importance to each other. The determination 
in advance of what will be needed to carry on 
the "how" of this phase of the work with the 
least delay becomes the responsibility of the 
auditor. 


2. As an audit progresses, there are undoubtedly 
matters which require discussion with coopera- 
tive personnel. [t would be supreme folly for 
the auditor to suddenly stop work in each in- 
stance the moment each new subject presents it- 
self and immediately begin a discussion of that 
subject. This method leads to a complete ces- 
sation of his work, and interrupts the person 
addressed. Consequently, we note two errors of 
commission, both of which must of necessity 
react unfavorable, first as to the bad reaction 
on the part of the office personnel, and second- 
ly, the creation of a rather unconplimentary 
estimate of the auditor’s ability to direct his 
own activities. List the items when discovered. 
Arrange a suitable time for their disposition, 
thereby avoiding the situation such as herein 
described. The work of the auditor can be 
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compared to that of a general who prepares for 
the siege of an important military position. To 
make victory certain, he determines far enough 

in advance everything that can possibly be needed 
in order to achieve his goal. This includes nec- 
essary manpower, equipment, supplies, the re- 
moval of any and all obstructions in advance, 

and the timing of subsequent various steps in a 
manner which will eventually lead to the accom- 
plishment of the objective. 


In the justification of the field personne] required, 
there are two fundamental questions which must be 
answered; 


1. Are we conducting our audits in a manner which 
will be restricted to the performance of neces- 
sary,work for the completion of a satisfactory 
audit? 


2. Is the performance of the work itself conducted | 
effectively so that there can be no legitimate 
criticism of the manner in which the work is 
performed? 


Strict adherence to the above will introduce into the 
daily occupation of the auditor a feeling of satisfac- 
tion which results from greater accomplishment and 
efficiency in the fulfillment of his responsibilities. 
Auditing has been designated as a profession by the 
courts for some time. Any profession calls for person- 
al service. Personal service implies the ability to 
perform what is expected in the best manner possible. 
We know of no profession which automatically guides one 
so effectively into the conscious need of unceasing 
improvement in performance as the auditing service 
rendered to REA cooperatives. [t is through this 
channel that the auditor cannot possibly become an au- 
tomaton but on the contrary is permitted all the lee- 
way necessary in the expression of his personal abili- 
ty without restriction, 


In conclusion, it is well to impress that this ‘subject 
has been found so fundamental that it has become the 
basis for rating field auditors by the addition of a 
new element, namely, "Effectiveness in organizing the 
work incident to the conduct of an audit." 
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TYPES OF AUDITORS’ ASSIGNMENTS G@ 


Balance Sheet Audits. The balance sheet audit consists 
of the verification of all balance sheet accounts com- 
prising assets, liabilities, memberships, patrons’ 
capital and reserves, together with a test-check of the 
revenue and expense accounts. Prior to the time that 
the borrower’s electric power system has been energized, 


the balance sheet audits involve, (a) installation of 
bookkeeping and accounting records, and (b) verifica- 
tion of assets, liabilities and membership accounts, 
Subsequent to energization, the revenue and expense ac- 
counts, previously installed, would be added to show 
the results of operations. In order to clarify the 
duties and responsibilities of the auditor under these 
circumstances, and to explain the work to be done by 
the auditor, the balance sheet audits are of two types, 
namely; 1. Installation Assignments and 2. Operations 
Assignments. 


Installation Audit Assignments. In installation audit 
assignments the REA uniform system of accounts is in- 
troduced and established. The various books and ac- 
counts are set up and the transactions to the date of os 
the audit are recorded under the supervision of the ( 
auditor. Information is given to the borrower’s per- 
sonne| regarding approved REA procedures, purposes and 
use of accounting forms and books of accounts, and im- 
portance of proper maintenance of records. A detailed 
and complete explanation of proper accounting methods 
and procedures given at this time will effect a saving 
of time and effort in subsequent audits. It is very 
important that the auditor thoroughly understand the 
general plan for this work so that the maximum benefits 
can be obtained. 


Audit Plan. The general plan which follows will serve 
as a guide in performing installation assignments: 


1. Install the borrower’s accounting system in ac- 
cordance with the REA uniform system of accounts. 
This includes establishment of the general led- 
ger with account numbers and titles, the journal, 
the required cash registers for all funds, and 
other books of original entry. 


2. Inform the bookkeeper on all phases of record- 
keeping and REA procedures. The bookkeeper’s ‘ 
education, experience, and displayed ability ‘Z 
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should be considered in determining the method of 
construction to be followed. J[f deemed necessary, 
the auditor may undertake the bookkeeping work, 
such as recording cash receipts and disbursements, 
for one month, explaining to the bookkeeper the 
methods used. This will give the bookkeeper 


actual illustrations of the procedure involved. 


After recording one month’s transactions in the 
cash records and journal, the auditor should per- 
form the mechanics of posting the summaries to 
the general ledger accounts, informing the book- 
keeper on procedures involved during the opera- 
tion. After completing the recording of one 
month’s transactions, the auditor should have the 
bookkeeper record the ensuing months’ transac- 
tions under his gujdance. After this work has 
been completed, a trial balance should be taken 
under the supervision of the auditor. This work 
will give the bookkeeper actual experience in 

the mechanics involved in the recording of daily 
transactions and in posting the general ledger. 


Explain the proper maintenance of subsidiary rec- 
ords to the peetree sn! Since the membership 
records are the most important of subsidiary rec- 
ords at this stage of development, careful atten- 
tion should be given these records. A detailed 
record of the amount received from each member or 
applicant, including the name, address and 
membership certificate number or application 
number, should be maintained in ledger or eard- 
record form. If deemed necessary, the auditor 
should prepare the individual record cards or 
ledger sheets for the first month’s transactions, 
explaining to the bookkeeper the proper method of 
reconciliation of each month’s entries. 
bookkeeper should then complete the subsidiary 
records for each subsequent month under the 
guidance of the auditor. Emphasis should be 
placed on monthly reconciliation of these records. 
The manager should be informed of the importance 
of issuing the membership certificates as soon as 
practicable and of continuing the issuance of 
these certificates each month thereafter in ac- 
cordance with the by-laws of the borrower coop- 
erative. Specific advice should be given by the 
auditor regarding the proper establishment and 
maintenance of subsidiary records for the follow- 
ing: notes and accounts receivable, perpetual 
inventory record of materials and supplies, 
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prepaid insurance premiums, accounts payable, 
consumers’ deposits, consumers’, advance payments, 
depreciation, meters, transformers, construction 
work in progress accounts, plant accounts, con- 
sumers’ advances for construction and contribu- 
tions in aid of construction. 


Call the bookkeeper’s attention to the fact that 
a proper filing system should be established, 
offering practical suggestions. 


Determine what provision has been made for. safe- 
keeping of the following data; Minute Book, 
Articles of Incorporation, By-Laws, Executed 
Copies of All Contracts, Notes and Mortgages, 
Insurance Policies and Bonds, Membership Certi- 
ficate Books, General Ledgers, Books of Original 
Entry, etcetera. 


Prepare bank reconciliation of all cash funds. 
Reconcile cash on hand by physical count. 


Invite open discussions on accounting problems 
relating to the cooperative. 


Give further instructions to the bookkeeper on 
how to obtain and account for REA funds. Review 
the Finance Division bulletin covering this sub- 
ject with the borrower’s bookkeeper. Assist in 
the preparation and submission of all delinquent 
requisition and expenditure reports which are 

to include all disbursements from REA construc- 
tion funds to the date of the audit. 


Prepare a summary of REA construction fund trans- 
actions by budget purposes in accordance with 


the approved form for presentation. 


Prepare a working trial balance and related 
exhibits, 


Analyze or schedule balance sheet accounts. 


(64) Audit Report Requirements. The following data are gen- 
erally required to be submitted in an audit report 
covering an installation assignment: 
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Financial statements with comments thereon. 
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2. Auditor’s general conments. 

3. Field Activities Report. (Form ADM-36) 

4. Audit table of contents. 

5. Audit assignment schedule. 

6. Breakdown of time consumed in various tasks. 


7. Working trial balance with supporting exhibits 
and schedules which are applicable to the ac- 
counts in use at the time of the audit. Model 
exhibits and schedules are described in Part V 
of this handbook. 


Operations Audit Assignments. A balance sheet audit, 
which includes operations, involves the examination of 
the borrower’s records to verify the balances in all 
asset and liability accounts; to determine the accuracy 
and the adequacy of all revenue and expense accounts; 
to determine that al] known transactions have been rec- 
orded on the books of the borrower; and to determine 
propriety of accounting procedures and practices. This 
type of assignment most closely resembles a balance 
sheet audit as conducted by a commercial public account- 
ing firm. The fundamental principles involved in the 
conduct of a balance sheet audit are briefly stated as 
follows: 


1. By test-checking certain selected transactions, 
the auditor establishes the extent to which de- 
tailed analyses of the records must be made. 


2. By scanning the income accounts and. comparing 
charges or credits throughout the audit period 
with the entries for the period test-checked, 
the auditor establishes the accuracy of the dis- 
tribution of revenues and expenses. Unless there 
is a major deviation between the entries which 
were test-checked and the other entries, it is 
reasonably assumed that the income accounts are 
correct. 


3. By verification of all balance sheet account 
balances as of the audit date and the scanning of 
income accounts mentioned in the preceding para- 
graph, the balance in the surplus, margins, or 
patronage capital account is verified. 
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4, The analyses of some balance sheet accounts suc 
aS consumers’ accounts receivable, accrued ex- 
penses, reserves, and electric plant and work-in- 
progress accounts permit cross-reference to cer- 
tain income and expense accounts and provide au- 
tomatic verification of these accounts. 


(66) An audit conducted according to these principles will 
meet the requirements of an acceptable audit from the 
commercial point of view. In order to pursue this ex- 
amination it is very important that the auditor care- 
fully study the essential features of the borrower’s 
accounting procedure. It is often necessary to extend 
the scope of the audit beyond the limits ordinarily 
prescribed for a balance sheet audit. [In addition to 
the normal requirements of a commercial balance sheet 
audit, a further analysis of transactions involving 
special funds, such as the REA Construction fund and the 
REA Installation fund, is desirable to preoperly dis- 
charge our responsibility to REA. [It is also necessary 
to extend the scope of our examination of revenue and 
expense accounts in some instances, since an adequate 
system of internal control is difficylt to achieve in 
the offices of the small borrowers. « 


(67) Whenever an inventory of assembly units constructed or 
purchased by the borrower is approved by the Rural 
Electrification Administration as a basis for distri- 
buting the costs involved to the appropriate plant ac- 
counts, such distribution will ordinarily be included 
as a part of the balance sheet audit assignment, and 
will constitute part of the work to be performed in con- 
nection with general audit assignments. 


(68) If detailed examination is found to be necessary of 
transactions involving accounts which are not normally 
required to be examined in detail under the balance 
sheet audit procedure, the auditor should carefully 


analyze the situation prior to undertaking the review. 
Under ordinary circumstances, the special instructions 


on the assignment schedule will give detailed instruc- 
tions regarding any special! problems which are known to 
exist with reference to the borrower’s records. 


(69) If the balance sheet audit is assigned before the system 
has been-energized, there will be some accounts which 
are not in use, such as revenue and expense accounts. 7 
Therefore, the audit plan outlined in succeeding pages 


will include certain items which cannot be followed in 
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such cases. However, it should be thoroughly understood 
that the general procedure outlined for the balance 


sheet audit should be closely adhered to in all instances 
in which it is applicable. 


The audit plan outlined in the following paragraphs gen- 
erally describes the various major phases of the balance 
sheet audit. [t is not the intention of this audit plan 
to establish the sequence in which the various steps 
outlined should be accomplished, since it is realized 
that every audit presents different conditions. All of 
the steps should be performed. 


Audit Plan. 


1. Make a preliminary examination of the records to 
determine the status of accounts. The minute 
book should be examined to note special items 
which are pertinent to the audit, such as duly 
elected officers, persons authorized to sign bank 
checks and contracts, resolutions relating to the 
employment of personnel and basis of remuneration, 

and other related items. 


2. Prepare the working trial balance. 


3. Test the accuracy of accounting records in ac- 
cordance with the test-check procedure. 


4. Reconcile all bank accounts and prepare reconcil- 
lations of all cash funds, including detailed 
lists of all outstanding checks and deposits in 
transit, for all funds. Trace reconciling items 
shown outstanding in the prior audit into the 
bank. Confirm bank balances with the deposi- 
tories by direct correspondence. Count petty 
cash and change funds. Reconcile cash receipts 
from audit closing date to the date of the cash 
count. Examine investment securities. 


5» Make an adequate examination by budget purposes 
of transactions involving REA construction funds. 
Prepare a list of exceptions and apply to adjust 
borrower’s reports. Prepare a debit-credit ex- 
penditure report if adjustments are necessary, 
which will be included in the audit working 
papers and be supported by your working papers 
detailing such necessary adjustments. The audi- 
tor’s debit and credit expenditure report should 
be copied by the borrower for submission to REA 
in the usual manner. 
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Reconcile the trial balances of the notes re- C 
ceivable and accounts receivable subsidiary rec- “~ 
ords with their respective contro] accounts. 

Verify the general ledger balance and obtain 
schedules of delinquent accounts and notes, 

showing the age of the various accounts. Ex- 

amine notes held by the borrower or by the bor- 
rower’s attorney, as agent for REA, to determine 
adequacy of collateral for Section 5 loans. See 
that each note is properly endorsed. Confirm 
delinquent accounts and notes receivable bal- 
lances in accordance with REA procedures. De- 
termine the adequacy of the reserves for uncol- 
lectible accounts and notes receivable. Recon- 
cile the control account for advance payments 

with the subsidiary ledgers. Review transac- 

tions in this account and prepare schedule if 
necessary. 


Examine the records supporting work orders, in 
accordance with test procedures, and check dis- 
tribution to the electric plant accounts, if the 
bookkeeper has made distribution. If distribu- 
tion has not been made, the auditor should re- G 
quest the bookkeeper to prepare a schedule and Z 
distribute all approved construction work orders 
and al] retirement work orders during the audit. 
Verify the balance remaining in the construction 
work in progress account and identify with spe- 
cific work order cost sheets. Verify balance 
remaining in the unclassified electric plant in 
service account and identify with prepared work 
orders or inventories which have not been ap- 
proved by the Rural Electrifitation Administra- 
tion. Verify the balance in the retirement work 
in progress account and determine that it 

actually represents work in progress. 


Fxamine other construction work in progress ac- 
counts and prepare the necessary summaries or 
analyses. If REA has approved an inventory of 
assembly units installed in the system by a con- 
tractor or by force account, this inventory 
should be distributed, together with the related 
overhead construction costs. Before making this 
distribution, examine all contracts relating to 
the work completed so that compliance with the 
terms of payment can be verified. Examine the ( 
approved inventories and prepare a schedule, 


up 


PAR. 


10. 


BH: 


12. 


13. 


showing the amount applicable to each utility 
plant account affected, to which should be added 
the pro rata amount of the applicable construc- 
tion overhead costs. They should also be summa- 
rized on this schedule and should be stated in 
percentage of total direct costs. When the 
total amount and the distribution has been de- 
termined, prepare the audit journal entry and 
post to working papers. 


Analyze and prepare a schedule on electric plant 
purchased or sold. If Rg4 has approved an in- 
ventory of plant purchased, this should be dis- 
tributed to the plant accounts. The auditor 
should set up in the proper account the acquisi- 
tion adjustment, which is determined as the dif- 
ference between (a) the amount paid by the orga- 
nization for electric plant purchased, including 
acquisition costs, and (b) the original cost of 
the plant less estimated depreciation thereon to 
the date of the acquisition. The determination 
of the amortization rate should be referred to 
REA. 


Analyze any plant accounts reflecting a change 
during the audit period and prepare working 
papers for the audit report. These should be 
tied into the work in progress accounts analyses 
or schedule of unclassified plant in service 
whenever possible to avoid duplication of e 
effort. 


When required, prepare an exhibit showing the 
accounts and amounts comprising the utility 
plant as of the beginning of the audit period, 
any changes during the period, and the balance 
as of the closing date of the period. 


Obtain a detailed physical inventory of materi- 
als, both line and resale, from the borrower. 
Test-check quantities, unit prices and exten- 
sions, giving special attention to items having 
large dollar amounts in the inventory. Prepare 
analysis of the materials and supplies account, 
if necessary. 


Examine all insurance policies and prepare 


necessary schedules. Determine propriety of 
amounts written off during the period under 
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audit and the distribution of such charges by 
accounts. 


Verify all other asset and deferred charge ac- 
counts and prepare schedules necessary. 


Prepare or check borrower’s depreciation sched- 
ules for utility plant and analyze depreciation 
reserve accounts. The general plant property 
records should be checked with the respective 
control accounts. Secure inventory of tools and 
work equipment from the borrower. Test account- 
ing procedure followed by the borrower with 
respect to additions and retirements of general 
plant property. 


Verify membership records. Test procedure in 
accepting applications and issuing membership 
certificates with minutes of the board of direc- 
tors’ meetings to determine that the provisions 
of the by-laws are being complied with. Test- 
check membership certificates outstanding and 
compare with appropriate general ledger control 
account. Test-check membership subscriptions 
with membership subscribed account. Prepare 
reconciliation schedules when required. 


Reconcile the subsidiary records for consumers’ 
deposits with the appropriate general ledger 
control. Prepare necessary schedules. 


Review REA construction and installation obliga- 
tion transactions and reconcile with REA’s 
billing statements. 


Obtain a list, in the form of a trial balance of 
the subsidiary records, of members and others 
who made contributions in aid of construction, 
Determine propriety of balance in account. 
Reconcile subsidiary records for contributions 
and donations in aid of construction with gen- 
eral ledger control accounts. Verify consumers’ 
advances for construction. Prepare necessary 
schedules. 


Verify all other liability accounts, current, 
accrued and deferred. Prepare necessary 
schedules. 
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2) 21. Analyze and test-check all members’ and others’ 
equity accounts, and reconcile subsidiary 
records. 


92. Obtain from the manager a certificate to the 
effect that all liabilities are reflected on the 
books and no others are known to him. 


23. Prepare audit journal entries and summarize when 
necessary. Post.audit journal entry sunmary to 
working trial balance. Complete working trial 
balance and check all schedules with the com- 
pleted working trial balance to determine that 
balances of the accounts are in agreement. 


94. Determine that adjusting journal entries have 
been entered and posted to the borrower’s 
records. 


Prepare the balance sheet, related statements and 
schedules and comments. 
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(72) dAuart Report Requirements: 
» 1. Financial statements with comments thereon. 
9, Auditor’s general audit comments. 
3. Field Activities Report (Form ApDM-36). 
4, Audit table of contents. 
5. Audit assignment schedule. 
6. Lreakdown of time consumed in various tasks. 


7. Working trial balance and other working papers 
supporting the audit adjustments and conclusions. 


8. Exhibits as detailed in the standard audit work- 
ing papers in Part V of this handbook. 


GS, Schedules or analyses of all accounts appearing 
on the balance sheet and other supporting 
working papers. The information required to be 
shown on the individual exhibits and schedules 


5) is indicated in Part V of this handbook. 
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Detatled Audits. The detailed audit assignment in- 
volves verification of all accounting transactions and 
account balances. This generally includes an examina- 
tion of all receipts and disbursements, to determine 
the propriety of all charges and credits made during 
the audit period, scrutiny of all journal entries and 
verification of posting of the journals to the general 
ledger. The difference between this audit and the bal- 
ance sheet audit is the method and the extent of veri- 
fication of accounts. The balance sheet audit pro- 
cedure provides for examination by testing and sampling 
the entries in the records. The detailed audit pro- 
cedure necessitates a detailed examination of all trans- 
actions within the period covered by the audit. Al- 
though detailed examinations of certain accounts may be 
made in connection with a balance sheet audit, such a 
partial detailed examination does not constitute a de- 
tailed audit. The assignment schedule will give the 
auditor any special instructions regarding the detailed 
audit to be conducted. 


[t is necessary to perform a detailed audit when rec- 
ords have not been properly maintained so as to reflect 
the true financial condition of the borrower. [n some 
instances, when misappropriation of funds and property 
is suspected, the detailed audit will be performed to 
establish extent of loss and to substantiate claims 
with bonding companies. The assignment of a detailed 
audit does not necessarily imply that a defalcation 
exists. Jn many cases, a detailed audit is the most 
expeditious method of adjusting borrower’s records 
which have not been properly maintained. 


Audit Plan. 


1. The plan for conducting a balance sheet audit 
should be followed in conducting a detailed au- 
dit with the exception of verifying accounts by 
the test method. The examination procedure in 
a detailed audit provides for an examination, 
in detail, of all transactions within the audit 
period. 


2. In conducting the detailed examination required 
in this type of audit, the basic accounting rec- 
ords supporting original entries in the journal 
and the cash registers must be examined. Pro- 
priety of distribution of debits and credits 
arising from these transactions must be deter- 
mined. Veri-, tootings, cross-footings and 
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postings to the general ledger. Prepare sched- 
ules supporting the adjustments necessary to 
correctly reflect the transactions reviewed. 


3. Check files and loose papers for accounting data 
which have not been entered on the books. In 
order to determine that all transactions have 
been recorded, it may be necessary to review the 
appropriate correspondence files for information 
regarding unrecorded transactions. 


(76) Audit Report Requirements. 
1. Financial statements with comments thereon. 
9. Auditor’s general audit comments. 
3. Field Activities Report (Form ADM-36). 
4. Audit table of contents. 
5. Audit assignment schedule. 
6. Breakdown of time consumed in various tasks. 


7. Working trial balance and other working papers 
supporting the audit adjustments and conclusions. 


8. Exhibits as detailed in the standard working 
papers in Part V of this handbook. 


9. Schedules or analyses of all accounts appearing 
on the balance sheet and other supporting work- 
ing papers. The information required to be 
shown on the individual exhibits and schedules 
is indicated in Part V of this handbook. 


(77) Construction Audits. It may be necessary for an auditor 
to visit the office of the borrower in order to make a 
partial audit of the borrower’s books and records. An 
audit having for its principal purpose the review and 
verification of the entries on the borrower’s records 
of the transactions affecting the REA construction 
funds and to determine, in general, the propriety of 
accounting procedures and practices, is known as a con- 
struction audit assignment. The principles involved in 
the conduct of such an audit may be briefly stated as 
follows: 
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Accounting for all REA construction fund re- 
ceipts and disbursements. 


Determination of the propriety of the disburse- 
ments and verification of supporting accounting 
evidences. 


Determination of proper accounting disposition 
both as to budget classifications and ledger 
account postings. 


Verification of charges and credits to construc- 
tion and retirement work in progress and to 


plant accounts. 


Review of accounting procedures and practices. 


This type apdit is assigned when the audit time is 
limited and it has been determined that a complete bal- 
ance sheet or detailed audit need not or could not be 
made at that time. 


(78) Audit Plan. 
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1. 
2. 


Prepare a working trial balance. 


Verify REA construction loan fund cash account 
as stated in paragraphs 150 through 159 of this 
manual. 


Examine records supporting construction work 
orders and retirement work orders in accordance 
with the test-check procedure and check the 
distribution to the electric plant accounts. 


Verify and identify the balance remaining in the 
work in progress accounts and in the unclassi- 
fied electric plant in service account. 


Analyze all the plant accounts which reflected 
a change during the audit period. 


Check borrower’s depreciation schedules for all 
utility plant accounts and analyze depreciation 
reserve accounts. 


Review, in general, all controlling accounts 
maintained in the general ledger and ascertain 
whether trial balances of the subsidiary 
ledgers or records are maintained. 
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8. Review, in general, the method of bookkeeping and 
ascertain whether the procedures are in accord- 
~ ance with those recommended by REA. 


Audit Report Requirements. 


1. Working trial balance and other working papers 
supporting the audit adjustments and conclusions. 


2. Auditor’s general comments. 

3. Field Activities Report (Form ApM-36). 

4. Audit table of contents. 

5. Audit assignment schedule. 

6. Breakdown of time consumed in various tasks. 


7. Exhibits and schedules or analyses to present 
adequately the work performed. The specific 
information required will be found in Part V of 
this handbook dealing with standard audit 
working papers. 


Construction Audit Following General Audit by CPA. The 
construction audit described in paragraphs 77, 78 and 
79 should be modified to eliminate any unnecessary 
duplication of work already performed by the CPA. The 
CPA audit will be followed promptly with a construction 
audit by an REA auditor. The period covered should be 
from the "as of" date of the last audit by an REA au- 
ditor to the "as of" date of the CPA audit. A copy of 
the CPA audit report will be furnished the REA auditor 
with the construction audit assignment. Since the 

"as of" dates will be the same, a detailed reconcili- 
ation of the bank account will not be necessary as this 
was included in the CPA audit. 


Audit Plan. 


1. Check the closing construction cash balance in 
the CPA audit with the cash balance on the books 
of the borrower as of that date. 


2. Verify REA construction loan fund cash account 
as stated in Paragraphs 150 through 159 of this 
handbook, except that the accounting distribu- 
tion needs only a cursory review. 
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3. Make a limited review of accounting procedures G 
and practices and the method of bookkeeping and 
ascertain whether they are in accordance with 
those recommended by REA. 


4. Prepare an Adjusted Expenditure Report in ac- 
cordance with instructions in the handbook. 


5. Have borrower submit executed copies of the Ad- 
justed Expenditure Report to REA. 


(82) Audit Report Requirements. 
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1. A summary of REA special construction fund as of 
audit date with comments thereon. 


2. Auditor’s general conments. 
3. Field Activities Report (ADM-36). a 
4. List of audit journal entries prepared by CPA. 


5. Statement as to the number of days consumed by 
the CPA and the cost of the audit. Y 


Special Audits. In some instances audits will be as- 
signed which require examination of specific: accounts 
or parts of the borrower’s records, and will not be 
made in conjunction with a general audit assignment. 
Ordinarily the audit assignment schedule will give de- 
tailed instructions and information on the work to be 
performed. The most conmon special audit is the audit 
of contractors’ and engineers’ payments. This special 
audit will be briefly described as a separate topic 
under this section. 


Audit Plan. Since audits of this type involve special 
problems, no general audit plan can be presented for 
the guidance of the auditor. The instructions on the 
assignment schedule will provide the auditor with the 
purpose of the audit and the information requested. [In 
conducting a special audit, the auditor should closely 
adhere to the instructions given and include al] the 
information requested in his report. 


Audit Report Requirements. The audit report shall in- 
clude comments, exhibits, and schedules to present _ r) 
adequately the information requested on the audit 
assignment schedule. 
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Spectal Audit of Contractors’ and Engineers’ Payments. 
The audit of contractors’ and engineers’ payments covers 
an examination of the advances made for, and payments 
made to contractors and engineers for construction con- 
tracts for a specific section of a system. The purpose 
of this audit is to determine the accuracy of the bor- 
rower’s records as to amounts advanced by the Rural 
Electrification Administration for contractors and 
engineers, as well as the total payments made by the 
borrower to each and the balance available for each pur- 
pose, as of the date of the audit. Since one of the 
purposes of the audit is to expedite payments to con- 
tractors and engineers, the report required should be 
premptly prepared and submitted. [t is generally rec- 
ognized that this special audit is not time consuming, 
yet the auditor should be fully aware of the importance 
of this type of audit report. 


Audit Plan. 


1. Examine the construction contract and engineer- 
ing contract, if any, in order to determine the 
terms of payment and conditions governing pay- 
ments to each contractor. 


2. Verify the disbursements made by the borrower 
to each contractor. Determine that such dis- 
bursements apply to the specific contracts in- 


volved. 


3. Obtain receipted invoices covering the payments 
to the contractor, engineer, etc., and compare 
the total amount paid with each check covering 
such payment. In some cases, payments may have 
been made to the contractor or engineer from 
funds other than the REA construction fund, so 
the auditor must always be aware of this possi- 
bility when conducting his examination. The 
auditor should also include the pertinent de- 
tails of all transactions in which material has 
been furnished to the contractor by the borrow- 
er. This information should include amounts in- 
volved, method of payment and borrower’s account- 
ing treatment. 


4. Prepare a schedule of advances for the contrac- 


tor and engineer, also record payments made to 
each. 
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5. Reconcile total advances for these particular 
budget purposes, for the section and contracts 
involved, with the latest approved Financial 
Requirement Statement. 


Audit Report Requirements. 
1. Field Activities Report (Form ApM-36). 
2. Audit table of contents. 
3. Audit assignment schedule. 


4. Auditor’s comments, if it 1s necessary to give 
further information on unusual conditions with 
reference to the assignment. 


5. Schedule of advances and payments to the con- 
tractor and engineer, and balance available for 
each as of the audit date. This schedule should 
be designated as to contracts and sections of 
the system involved. 


Special Report Assignments. Assignments which do not 
involve the normal functions of auditing are termed 
special reports. Advising bookkeepers and reporting on 
the condition of the borrowers’ records, developing 
construction and retirement work order cost data, 
assisting in preparation of reports to regulatory 
bodies, and acquisition closing are the most frequently 


assigned. The purpose of the report,: scope of assign- 


ment and special problems involved will, in each case, 
be outlined on the audit assignment schedule. 


In addition to special reports, which are assigned on a 
schedule, the auditor, in some instances, will be re- 
quired to submit special reports in connection with an 
assigned audit. When the auditor finds the borrowers’ 
records in a condition which makes an audit impossible 
until the records are brought to a satisfactory status, 
a report should be made to the supervisor immediately. 
All the facts should be presented with an accurate es- 
timate of the time required to bring the books up to a 
satisfactory condition to be audited. Another instance 
in which a special report is required, but not assigned 
on a schedule, is when an auditor discovers a misap- 
propriation of a borrower’s assets. Such a special re- 
port is fully explained in the latter part of this 
section. 
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Report Plan. The purpose and scope of each report will 
vary so widely that it is impossible to give a general 
plan to embrace all special reports. A brief summary 
of major points to be covered for each of the most fre- 
quently assigned special reports is given in the 
following paragraphs: 


Advising Bookkeepers and Reporting on the Condition of 
the Borrowers! Records. This special report involves 
the review of the borrower’s books and records with the 
object of rendering advice to recently employed book- 
keepers or to bookkeepers who are found inadequate in 
the performance of their duties. The auditor performs 
his work at the borrower’s office at all times, and 
assists the bookkeeper, when found necessary, in 
preparation of reports and other data. A review of the 
REA Manual of Accounts and accounting procedure with 
the bookkeeper will generally be necessary. The writ- 
ten report to be submitted by the auditor should pre- 
sent pertinent information on the qualifications of the 
bookkeeper, the auditor’s opinion of the ability of the 
bookkeeper and the general conditions of the records. 
The report should also include a summary of the work 
performed by the auditor in completing the assignment. 


Developing Construction and Retirement Work Order Cost 
Data. In some instances, an auditor may be assigned to 
develop construction cost data for the use of other REA 
field personnel in bringing work orders to an accept- 
able status. Such an assignment is performed only on 
the basis of specific instructions. The need for this 
work arises when assistance is required for accurate 
compilation of construction costs and is not undertaken 
for the purpose of performing the borrower’s work. In 
this assignment the auditor is chiefly concerned with 
establishing correct costs to be applied to the con- 
struction assembly units as established by other REA 
divisions in field inventories. The report submitted 
should include the detail of the work performed by the 
auditor, and working papers prepared supporting the 
auditor’s conclusions. The extent of his collaboration, 
as well as the remedies taken and procedures recom- 
mended for prevention of similar difficulties, is 
pertinent information to be reported. 


Assisting in Preparation of Reports to Regulatory 
Bodies. Many states require reports from the borrowers 
at periodic intervals. Federal Agencies, such as the 
Federal Power Commission, also require special reports 
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from certain classes of borrowers. [In some cases it ® 
necessary to assist the borrower in preparation of ac- 
curate reports. Specific instructions will be given to 
the auditor on the assignment schedule. The auditor’s 
special report will contain comments regarding the work 
performed, copies of reports prepared, as well as sup- 
porting exhibits and schedules. 


Acquisition Closing. The acquisition closing report is _ 
required when a borrower acquires utility property by 
purchase. The acquisition closing is completed in 
cooperation with representatives of the Office of the 
Solicitor, and in certain instances, representatives of 
other divisions. The purchase agreement sets forth the 
base purchase price and items subject to adjustment 
which may raise or lower the price actually paid for 
the property. The auditor should examine the purchase 
agreement in order to be able to verify the adjust- 
ments. The mogt common items subject to adjustment are 
materials and supplies, which are subject to physical . * 
inventory; accounts receivable and consumers’ deposits, 

which are subject to audit verification; taxes, in- 

surance and current energy billings, which are some- 

times prorated; and plant additions and retirements, 

which are subject to verification. [t is necessary tor® 
the auditor to verify all adjustments in this type of 
assignment. In connection with an acquisition closing, 

the auditor should ascertain the completeness of the 

seller’s records in order to determine the historical 

cost of the acquired property, or, if the records are 
inadequate, to advise, in the report that an appraisal, 

based on a physical inventory of the acquired property, 

is needed. 


The special report to be submitted should include com- 
ments giving the details of the date of closing, place 
of meetings attended and persons attending, subject 
matter discussed, and recommendations. Schedules sup- 
porting the adjustments should also be submitted, such 
as copies of purchase agreement, adjustment schedules, 
detailed inventories of materials and supplies, sched- 
ules of accounts receivable, consumer’s deposits, re- 
fundable advances for construction, prorating oi cur- 
rent billings, and similar items. 


Reporting on Unsatisfactory Records. Although the 
field supervisor is expected to make a preliminary re- 
view of the records of the borrower prior to assignment 
of an audit, the borrower may not have completed the 
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work required to bring the records into proper condi- 
tion before the auditor arrives. When the auditor finds 
the records in a condition which makes it impossible to 
conduct an audit, he should immediately make a special 
report of the situation. 


The special report should cover, in detail, the book- 
keeping work which must be completed before the audit 
assignment can be started. To render such a report, it 
is necessary that the auditor carefully analyze the sit- 
uation. An estimate of the time required to bring the 
books to a current status should also be given. Under 
no circumstances should the auditor proceed to do the 
bookkeeping without specific instructions. The report 
should also give a summary of the preliminary work of 
the auditor and the advice given to the borrower’s per- 
sonnel for bringing the books to a current status. 


Defalcations. During the conduct of a general audit or 
detailed audit, the awitor may find transactions which 
appear to be misappropriations of the borrower’s 

assets. This will most likely be discovered in the test 
of cash receipts and disbursements, but can appear in 
any number of accounts which are affected by cash. The 
auditor should always be alert to any indication of 
defalcations. 


If the auwlitor finds transactions which lead him to sus- 
pect a defalcation exists, he should immediately trace 
these transactions. The fact of whether or not a defal- 
cation ‘exists should be definitely established inmedi- 
ately, to the exclusion of all other phases of the 
audit. During the course of the investigation of a sus- 
pected defalcation, the auditor must be extremely care- 


_ ful not to disclose his suspicions to any member of the 


borrower’s staff. After he has definitely established, 
beyond a reasonable doubt, that funds or property have 
been misappropriated, he should promptly report this 
fact to his field supervisor and the National office. 
Immediately following this notification, the auditor 
should prepare a detailed report, giving all the facts 
and proof of the defalcation. The auditor should then 
continue his examination until the field supervisor ar- 
rives or further orders are received from the Washing- 
ton office. He should not communicate his discovery or 
the facts on which he bases his conclusions to any of 
the personnel of the borrower until he has been given 
authority to do so by the field supervisor or the Wash- 
ington office, at which time he will be advised of the 
appropriate action to take. 
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AUDIT PROCEDURE 
MINIMUM ACCEPTABLE AUDIT 


This handbook has been prepared as a guide for new REA 
auditors and as a reference book for experienced REA 
auditors. It provides a general working plan for each 
type of audit required as well as instructions for the 
auditor in conducting his work. It prescribes what 
REA considers a minimum acceptable audit. 


The handbook must be interpreted and applied to each 
specific audit in the light of circumstances and prob- 
lems existing at the time of the audit. If it is not 
practicable for the auditor to meet the established 
standards in a particular audit, he should modify the 
procedure to meet the exigency. He may deviate from 
the standards set if the borrower’s records will not 
permit following the prescribed procedure within a 
reasonable time limit; or other conditions indicate 
that complete compliance is not necessary to assure a 
good audit. Such exceptions must be justified erther 
in the Field Activities Report or by appropriate nota- 
tion and explanation on the schedule affected. 


Freedom to exercise individual professional judgment in 
the handling of certain audit problems is necessary in 
in order to enable an auditor to perform his work in an 
efficient manner. The REA audit staff is made up of in- 
dividuals who have been specially trained, in a uniform 
manner, to follow prescribed accounting principles and 
procedures as they apply to REA borrowers. Some indi- 
viduals may be inclined to minimize the need of carrying 
out the work to the required extent, in an effort tosave 
time, or may succumb to the thought that it will not make 
any material difference. This must be avoided. It must 
be emphasized that any audit, which has been processed 
and finally approved, becomes a chapter in the financial 
history of the borrower. It should not, at any time, be 
necessary to deviate from such audit findings, except 
for most unusual reasons. Each audit must be capable of 
standing the acid test in the most severe scrutiny in 
any court action. 


CONSIDERATIONS IN BEGINNING AN AUDIT 


Planning the Audit Program. The expeditious completion 
of an audit assignment is dependent on a well-planned 
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program for conducting the work. Time spent in plan- 
ning the audit program is never wasted time and will 
result in a complete, well-balanced audit performed in 
a minimum amount of time. It is far more efficient to 
study the records of a borrower at the outset of the 
audit and develop a well-balanced program than to rush 
in and "get to work." Countless hours are likely to 
be spent on unnecessary tasks, when an effective pro- 
gram is not planned, to the exclusion of some very im- 
portant phases of an audit. 


When assisted by other auditors, the auditor in charge 
should avoid permitting the assistants to be inactive 
during the early stages when the audit program is be- 
ing formulated. This can be accomplished by making 
assignments to the assistants on the first day. Items 
on which the assistants can begin working include prep- 
aration of disbursement schedules, development of 
work order analyses, counting cash, reconciliation of 
the receivable accounts, and other reconciliations and 
analyses of accounts. 


In planning the audit program, the first step is to 
become thoroughly familiar with all the books used by 

a borrower. It is true that all borrowers use the 

same accounting system and keep similar records. It is 
very important, however, that the auditor become fa- 
miliar with the office procedures and routines in keep- 
ing these records, and the extent to which the borrower 
uses the records. This knowledge will serve as a guide 
to the auditor in determining the adherence by the bor- 
rower to the recommended accounting procedures, as well 
as save time in tracing transactions through the books. 


(107) After becoming familiar with the records and the extent 
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to which they are used, the auditor should study the 
office routine. The duties and responsibilities of 
each member of the borrower’s staff should be clearly 
defined to the auditor. The routine handling of daily 
transactions should be studied to determine the ade- 
quacy of internal control. This will give the auditor 
the basic facts of the recording operation as it is 
carried on in the borrower’s office, and will assist 
him in determining the extent to which it will be 
necessary to perform detailed checking of individual 
transactions. 


When these facts regarding the borrower’s records and 
accounting procedures are known to the auditor, he 
should study the list of accounts as shown on the trial 
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balance. These factors make it possible for the audi- 
tor then to plan his program for conducting the audit.. 


Review of By-Laws. The majority of borrowers of the 
Rural Electrification Administration are cooperative en- 
terprises, organized as nonprofit corporations or as- 
sociations under the laws of their respective states. 
The charter granted by the State gives the borrower the 
right to transact business in that State as a corporate 
entity. This charter is granted on the basis of certain 
documents which have been filed with the State and which 
set forth the nature of the organization, the type and 
character of the operation or business to be conducted, 
the purpose of the organization, the period of exist- 
ence, and so on. These documents are generally known as 
the articles of incorporation and the corporation by-laws. 


Since the borrowers must conform to the corporation laws 
of the State in which they are organized and to the 
articles of incorporation and the by-laws of their own 
organizations, the auditor should be generally familiar 
with the corporation laws of the States in which he is 
assigned. He should also be familiar with the by-laws 
of the borrower cooperative since these rules govern 
the accounting for business transactions. 


Examination of Minute Book. , During the early part of 
the audit, the auditor should arrange to obtain from 

the borrower’s personnel the minute book of the hoard 

of directors of the cooperative. These minutes should 
be reviewed by the auditor to note any resolutions which 
affect the conduct of his audit. He will gain an over- 
all picture of the various problems confronting the 
borrower with reference to the maintenance of accounting 
records. It might be helpful if the auditor made notes 
of the various rules and regulations, salaries, and 
items such as contracts, agreements, and similar matters, 
which have been properly or improperly approved by the 
board of directors. He should determine which persons 
are authorized to sign checks and agreements from his 
review of the minutes. 


Review of Field Files and Previous Audit Reports. The 
auditor will be furnished with a field file on the 
borrower, containing previous audit comments of all 
types and copies of letters directed to the borrower by 
REA. He will also have available prior audit reports 
which should be reviewed to provide a background for 

his present audit. The beginning figures in the current 
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audit should tie in with the totals reflected in the @ 
preceding audit report. ) 


(113) The auditor should bear in mind that his review of 
prior reports is made for the purpose of familiarizing 
himself with the general background of the borrower’s 
records, and not for the purpose of analyzing and ex- 
amining the audit report. If any instance arises in 
which it is considered necessary to reexamine trans- . 
actions covered in a previous audit period for the pur- 
pose of correction, authority must first be obtained 
from the Washington office before undertaking st ch re- 
examination. 


(114) Becoming Familiar With Borrower's Filing System. It 
will facilitate the work of the auditor if arrangements 
are made tq have the borrower’s management explain the 
details of the filing system. At this time arrange- 
ments can be made to permit the auditor normal freedor 
in using all records as the occasion requires. 


(115) Examination of Contracts and Agreements Relating to the 
Accounting Records. The auditor’s understanding of the 
needs of the particular audit will be increased by a 
preliminary examination of any contracts or other asree-® 
ments which have a bearing on the assets and liabili- 
ties of the borrower. 


(116) Determination of Work Required of the Bookkeeper. As 
soon as the auditor has prepared his work schedule for the 
conduct of the audit, it should be possible for him to 
have a conference with the manager and the bookkeeper, 
-outlining certain work which will be necessary for the 
borrower’s employees to complete, prepare, or perform 
during the course of this audit, in order that the data 
necessary will be ready at the time the auditor re- 
quests it. 


(117) The following is a suggested list of items which the 
borrower’s employees should make available to the 
auditor: 


1. Inventory Certificate with supporting Inventory 
of Materials. 


= 


2. Depreciation register. 


3. Schedule of prepaid insurance. ) 
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4. Trial balance of accounts and notes receivable. 
5. Bank statements and cancelled checks. 


6. Paid and unpaid vouchers brought to current 
status for auditor in proper order. 


7. Schedule of general plant property. 


8. Completed work orders covering construction and 
retirements. 


9. Detailed schedule of reimbursement checks. 


10. Trial balance or tape of consumers’ deposit 
ledgers. 


ll. List of contributions in aid of construction. 


12. File of REA Statements of Interest and/or 
Principal. 


13. List of unreported REA construction fund ex- 
penditures. 


14. Copies of requisition and expenditure reports. 
15. Analyses of Work-in-Progress accounts. 


Adequacy of Internal Control. Reference is made through- 
out this handbook to "adequacy of internal control." 

It is important that the auditor realize the signifi- 
cance of this term since it appreciably affects his 
work. 


Internal control can be described as the performance of 
internal audit through the arrangement of office routine 
and individual employee’s duties. It is the arrangement 
of office routine wherein the result of the work of one 
employee is complementary to the result of the work of 
another employee. In some cases, the duties of one em- 
ployee are contingent upon the performance of a certain 
phase of the work by another employee. Sometimes it 
requires that joint action be taken by two or more em- 
ployees. Whatever the form or combination of forms used 
to accomplish internal control, an effective system of 
internal check, constantly exercised through the regular 
office routine, reduces errors to a minimum and greatly 
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reduces the opportunity to defraud without fear of 
detection. 


The auditor can readily see that proper functioning of 
an effective system of internal control will greatly 
reduce the extent of checking of original records for 
individual transactions. However, to determine that a 
system of internal control 1s in operation 1s not suf- 
ficient. The auditor must check the results of its 
operation. This 1s accomplished by application of the 
test-check procedure which 1s explained later in this 
handbook. 


Auditing Methods Appliedin This Procedure. There are two 
fundamental methods used in verifying accounting 
records. One method starts with the original records 
and traces each transaction through to the general 
ledger and the working trial balance. ‘The other method 
starts with the general ledger balance and analyzes the 


@ 


individual entries appearing in the account. While both 


methods provide a detailed verification of all trans- 
actions, neither is satisfactory to be used in its en- 
tirety for the purpose of conducting a general audit. 


The general audit procedure provides for a combination 
of the basic methods, thereby eliminating some of the 
disadvantages of both methods. Neither of the methods 
is followed to completion; that is, a part of the 
records is checked with one method and part the other. 
The method whereby the auditor starts with the original 
records is used for the purpose of testing the accuracy 
and the adequacy of accounting records and procedures; 
and the method of checking entries from the ledger ac- 
counts is used to analyze certain balance sheet ac- 
counts and to pick out unusual items appearing in the 
revenue and expense accounts. 


In presenting the subsequent sections of this part of 
the handbook, which explain in detail the procedure to 
be followed for testing accounting records and verify- 
ing balances of specific accounts, certain duplications 
of verifications appear to be required. The efficient 
auditor will find that certain phases of ver1tfications 
of several accounts can be performed in conjunction 
with the verification of one account. It 1s neither 
the thought nor intention of this handbook that such 
short cuts should be overlooked; in fact, it 1S em— 
phasized that all duplication of work be avoided. How- 
ever, to insure that all the important points and 
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phases of verifications for specific accounts are 
treated, this handbook reiterates procedures for veri- 
fication under the titles of the various accounts af- 
fected. Therefore, the auditor should use his knowl- 
edge and skill in auditing procedure to eliminate all 
duplication of effort from the audit program for his 
individual assignment. 


TEST-CHECK PROCEDURE 


The test-check procedure is based on the premise that 
errors or manipulated entries will occur consistently. 
This is illustrated by the "kiting" of receivables or 
cash where the records have tobe manipulated constantly 
to cover misappropriations. Similarly, errors in ac- 
count distribution of expenses or revenues are made 
more or less consistently in most cases since such 
errors are caused by misinterpretation of the system 
of accounts. By testing a representative number of 
transactions to determine the accuracy of the account- 
ing treatment accorded these specific items, the 
auditor is able to evaluate the propriety of all the 
transactions recorded in the books during the period 
being audited. This testing procedure together with 
analyses of certain balance sheet accounts will pro- 
vide the necessary verification of the accounts for 
presentation in the financial statements. 


There are some general rules to be followed in apply- 
ing the test-check procedure. First, 1t 1s important 
that the test be conclusive. If, for instance, the 
auditor can not readily locate an invoice to support 

a disbursement, the particular invoice mist be located 
or the disbursement be supported in some other manner 
satisfactorily. Second, when a review of a given per- 
centage of like transactions reveals improper ac- 
counting treatment, the auditor should not consider 
the job done, but must examine all transactions of 
this type in which the faulty treatment was discovered. 
Third, the auditor should select the month or months 
to be tested in detail. The test period should not 
coincide with the period tested in the prior audit. 
This is to prevent the possibility of the borrower’s 
employees knowing in advance the period which will be 
checked in detail. Finally, care should be exercised 
in performing detailed checks in order to insure the 
adequacy of the sampling process. 


The length of the period for which transactions will be 
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tested in detail should be determined to meet theneeds @ 
of the individual audit. Some of the factors to be 
taken into consideration in making this determination 
are (1) the adequacy of the internal control system 

(2) the condition of the records (3) the ability of the 
personnel and (4) the rate of personnel turnover. While 
the number of ti:wsactions within the audit period will 
affect the number »f individual items tested, this 
factor should not affect the scope «f the test-check 
procedure. Taking all the factors into consideration, 
the general standard is that one-twelfth to one-sixth 
of the original entries should be verified.. For ex- 
ample, an audit covering a period of 18 months would 
involve the test-checking of transactions for one to 
three months. An audit of one year or less would in- 
volve the testing of transactions for one month. AHow- 
ever, in light of the conditions obtaining in each 
sttuation, the auditor should test-check a sufficient 
number of transactions with-in the audit period to 
satisfy himself as to the accuracy of the entries in 
the accounts. 


Scope of the Test—Chrck Procedure. The application of 
the test-check procedure requires (1) the examination 6 
of accounting evidence supporting original entries for 
the test period, that is, the period for which trans- 
actions are being tested in detail, (2) tracing such 
entries into the general ledger accounts and (3) trac- 
ing the individual items examined which support entries 
to the control accounts into the respective subsidiary 
records. As a result of the test-check, the trans- 
actions in many accounts may be reviewed by comparison 
of entries verified in this manner with other entries 
in the respective accounts to note unusual deviations 
requiring further verification. The scope of the test- 
check as it applies to the various books of original 
entry and related records is treated in the following 
paragraphs. 


Cash Received Records. It is recognized that there 

will be considerable variation in detailed cash received 
records and, as a result of this, it may be necessary 
for the auditor to deviate from the procedure outlined. 
Any deviation should be justified by a suitable ex- 
planation in the audit working papers. 


(1) Trace the cashier’s stubs and cash tickets into @ 
the daily cash collection sheets for certain 
days within the test period to determine ac- 
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curacy of amount and propriety of account dis- 
tribution. The number of days within the test 
period to be checked in this manner will be de- 
termined by conditions existing in a particular 
situation. Transactions for entire days, se- 
lected at random, should be checked in detail 
and the number of transactions so checked should 
ageregate 20 percent of the total transactions 
within the test period selected. 


Trace the cashier’s stubs or cash tickets ex- 
amined in detail for not less than one repre- 
sentative day into the respective subsidiary 
accounts, item by item, to determine accuracy of 
posting. Note that the dates on stubs are in 
agreement with those on the cash report and the 
subsidiary accounts. 


After the entries on the daily cash collection 
sheets have been verified for the days being 
tested in detail within the period, verify the 
footings of the sheets for these particular days 
and trace totals into the cash received record. 


Scan the entries in the cash received record 
for the test period and verify the propriety of 
any unusual items if such entries were not pre- 
viously verified in the detailed check of 
certain days. 


Verify the footings and crossfootings of the 
cash received records for one-half the total 
period under audit. Include the test period in 
this verification. 


Trace the totals of the account distribution 
columns of the cash received records for the 
test period into the general ledger accounts. 
Identify each entry which has been verified by 
this procedure so that other entries in the 
account, not verified in this manner,’ can be 
compared for unusual deviations. 


Reconcile the deposits with receipts for the 
months in the test-check period. 


Determine that deposits in transit as of the 
date of the audit were actually deposited in the 
bank on the proper day. Examination of dupli- 
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cate deposit slips or subsequent bank statement @@ 
will supply this information. ‘ 


(129) This test-check of cash received records will provide 
the basis for verification of: 


1. Credits to notes receivable arising from cash 
receipts. 


2. Credits to accounts receivable arising from cash 
receipts. 


3. Credits to materials and supplies arising from 
cash sales. 


4. Credits arising from consumer deposit collec- 
tions. 


5. Credits to consumers’ advance payments arising 
from cash receipts. 


6. Contributions in aid of construction arising 
from cash receipts. 


7. Credits arising from cash receipts of sen | 
fees. 


8. Revenues arising from sources other than energy 
sales. 


(130) Cash Disbursement Records. 


1. Examine for authenticity the invoices or other 
accounting evidence supporting each disbursement 
made during the test period with the exception 
of payroll disbursements which will be verified 
separately. 


2. Trace charges originating from cash disburse- 
ments for the test period into the respective 
subsidiary records. 


3. Verify the footings and crossfootings of the 
cash disbursement records for one-half the total 
period under audit. Include the test period in 
this verification. 


4. Trace the totals of the account distribution @ 


columns of the cash disbursement records for the 
test period into the general ledger accounts. 
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Identify each entry which has been verified by 
this procedure so that other entries in the same 
account, not verified in this manner, can be 
compared for unusual deviations. 


Reconcile the disbursements with bank charges for 
the months in the test-check period. 


Examine the cancelled checks returned by the 
bank for disbursements made during the test 
period and compare, item by item, with entries 
in the cash disbursement record as to payee, 
date and amount. 


Examine all checks paid by the bank during the 
test-check period for proper endorsements and 
authorized signatures. In cases where banks 
fail to require endorsements, the auditor should 
take this matter up with the manager and request - 
that he contact the bank for the purpose of ad- 
vising it to refuse payment where endorsements 
have not been properly made. Where banks have 
not required signature cards for signatures or 
endorsements on checks, the auditor should rec- 
ommend that this procedure be conformed im- 
mediately. The auditor should verify that pro- 
vision is made in the minutes for designation of 
certain individuals to sign checks, and what re- 
strictions are placed on use of accounts. Any 
departure from the resolutions of the board 


‘should be- reported in the audit comments. 


All checks drawn to cash, banks, officers or 
employees, except regular salary checks, should 
be examined and the propriety of such checks 
determined. Also investigate any checks drawn 
to other payees which are endorsed by employees. 


Trace transactions by which the bank debited the 
account of the borrower for checks returned for 
insufficient funds or other reasons. Determine 
that such checks have been properly recorded on 
the records of the borrower, and have been re- 
deposited, collected in cash and redeposited, or 
held in the safe. If such checks are held in the 
safe, they should rot be considered as part of 
the cash on hand or in transit to the bank. 
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10. Determine that all prenumbered checks drawn in @ 
the period of the test-check are accounted for, 
either by a cancelled check paid by the bank, 
an outstanding check, a voided check, or blank 
checks held by the borrower. Examine all voided 
checks to determine that they are all accounted 
for and are properly mutilated to prevent sub- 
sequent cashing. 

(131) This test-check of transactions originating from cash 
disbursement records should be applied, where applicable 
to the accounts payable register when the borrower 
makes distribution of unpaid invoices through the ac- 
counts payable register at the end of the month. This 
test-check of cash disbursements (and payables, if any) 
will provide the basis for the verifification of the 
fol lowing: 


1. Distribution of charges arisiug from petty cash 
disbursements. 


2. Debits to materials and supplies for purchases. 


3. Posting of materials purchased to perpetual 
inventory records. 6 


4. Debits to prepayments arising from disbursement. 
5. Charges to deferred debits. 

6. Debits to notes payable. 

7. Debits to accounts payable. 


8. Distribution of charges arising from accounts 
payable. 


9. Debits to consumers’ deposits for refunds. 
10. Debits to the accrued accounts. 
11. Debits for membership refunds. 


12. Charges to all expense accounts arising from 
cash disbursements. 


(132) Payroll and Transportation Expense Records. 


e 


1. Examine daily time sheets for the test period to 
determine accuracy of account distribution of 
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time and mileage; trace these daily time sheets 
into payroll summaries and intomileage summaries, 
foot hours and miliage recorded on individual 
employees summaries and individual transporta- 
tion summaries. 


Test accuracy of calculations on payrolls for the 
test period, including propriety of rates ap- 
plied, extensions, taxes deducted or withheld, 
overtime calculations, individual earnings 
records, footings of payroll summaries, author- 
izations for deductions; of with-holding tax, etc. 


Verify accuracy of determination of unit costs of 
mileage and distribution to accounts affected. 
The propriety of items included in such costs 
should be verified in connection with the test- 
check of original entries charging the transpor- 
tation clearing account. Foot transportation 
summaries. 


Trace charges for construction labor and mileage 
to the individual work order cost sheet or other 
cost records by work orders for the test period. 


Trace payroll summaries for the test period into 
the cash disbursement records and verify propri- 
ety of distribution by checks. If payroll dis- 
tribution is made by journal entry, also trace 
the summaries to the entry making the distribu- 
tion. 


Trace the mileage cost summary into the journal 
entry making distribution of the clearing ac- 
count for the test period. 


Trace the journal entries into the ledger ac- 
counts. 


(133) This test-check will provide the basis for the verifi- 
cation of the following: 


l. 


2. 


Propriety of charges to construction for direct 
labor, mileage, and overhead labor. 


Propriety of charges and distribution to expense 
accounts for labor and mileage. 


Compliance with existing labor laws with respect 
to minimum payments and payroll records. 
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Energy 
ds 


Adequacy of payroll procedure from the point of « 


view of internal check and establishment of a 
basis for proper time distribution. 


Billings and Adjustments 


Check new connections as indicated on work 
orders or other cost records, for one month, 
with the consumers’ ledgers to determine that 
such consumers are actually being billed. 


Test-check a sufficient number of billings with- 
in the test period to determine, to the auditor’s 
satisfaction, that the proper rate schedule has 
been accurately applied in the billing computa- 
tion. 


Test-check a representative numer of postings 
for energy billings shown in the individual 
consumers’ accounts to reasonably establish the 
accuracy of such postings. 


Test-check the journal entries to the revenue 
accounts which involve adjustments and correc- 
tions to accounts receivable and determine that 
such entries have the authorization and approval 
of some responsible person whose duties do not 
include handling cash receipts. 


Determine whether amounts charged to the reserve 
for uncollectible accounts receivable during the 
test period have been properly authorized. Trace 
posting of these items to the individual con- 
sumer’s ledger account. Determine the disposi- 
tion of ledger sheets for individual accounts 
which have been written off. 


Test-check a representative number of entries 
within the test period recording penalties and 
forfeited discounts. 


Test-check credits to accounts receivable for 
the test period arising from application of 
membership fees, consumers’ deposits or con- 
sumers’ advance payments. These same items 
should be traced to the respective subsidiary 
records. 


Where the consumers’ records are maintained by 
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groups or routes and where an effective internal 
control exists, it is necessary to test-check 
only approximately 20 percent of the routes in 
the test-check period. All transactions in the 
test period affecting the groups selected should 
be examined. 


Trace postings of journal entries which have 
been examined into the general ledger accounts. 
Check the meter constants on a selected number 
of large power industrial and commercial con- 
sumers to determine the accuracy of the computa- 
tion of kilowatt hours of electricity used. 


Investigate the procedure for billing discon- 
nected or final accounts as well as the dis- 
connect policy in force to determine whether 
such procedure is followed in accordance with 
board policy. 


(135) Material and Supplies. 


1. 


Examine purchase orders, receiving slips, and 
approved invoices in support of disbursements 
for materials and supplies purchased. 


Trace material requisitions issued during the 
test period into the summary of materials used 
and verify propriety of account distribution. 


Test-check accuracy of unit price calculations, 
extensions and totais of a representative number 
of purchases and requisitions and trace posting 
of these items to the perpetual stock records 
through the summary of materials used. Check a 
representative number of stock cards in the per- 
petual stock record for consistency of unit 
prices. Any relatively large variation should 
be investigated. 


Trace charges for construction material used to 
the individual work order cost sheet or other 
cost record for the period of test-check. 
Emphasis should be placed on the complete tie-in 
of the basic cost records, such as materials 
costs, with the completed work order. 


Examine in detail the records supporting other 
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credits to the materials control account for the q 


test period. 


Trace credit requisitions issued during the test 
period for materials returned to stores or sal- 
vaged from retirements, to retirement work 
orders, to the deduction on summaries of materi- 
als used, to the perpetual stock record, and to 
the journal entries distributing the charges to 
the control‘ account. 


Verify propriety of accounting distribution of 
other charges and credits on the daily records 
and trace into summaries and into the general 
ledger accounts. 


(136) Insurance and Taxes. 


1. 


Verify the accuracy of amounts charged to in- 
surance for expirations of prepaid premiums 
within the test period. When such expirations 
are based on payrolls, verify propriety of rates, 
extensions and account distribution. 


Verify the accounting distribution for expired 
insurance premiums which have been charged out 
during the period of the test-check. 


Verify accuracy of charges for taxes, for the 
test period, which are not based on payrolls. 
This can be accomplished by tie-in of the 
accrual analysis. 


Verify accuracy of computation of taxes based 
on payrolls for the test period and propriety of 
account distribution. 


(137) Depreciation. 
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l. 


2. 


Verify accuracy of depreciation charges for the 
test period for production, transmission and 
distribution plant. 


Examine borrower’s schedules of general plant 
property, subject to depreciation, and verify 
charges to depreciation for general plant during 
the test period. 
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=) (138) Work Order Inventory Distribution. 


1. 


2: 


Verify allocation of overhead charges to the 
individual work orders for the test period. 


Verify propriety of capitalization of meter and 
transformer installation costs. 


Verify propriety of account distribution of 
assembly units and trace totals of inventories 
into the journal entries. 


(139) Other Journal Entries. 


1: 


Review all other journal entries for the test 
period and examine the accounting evidence sup- 
porting such entries. Trace journal entries for 
this period into the general ledger accounts. 


(140) This test-check of journal entries will provide the 
basis for the verification of the following: 


1. 


© 


Revenues arising from billings for electric 
energy: 


Revenues arising from penalties and forfeited 
discounts. 


Adjustments for corrections to billings. 
Adjustments to accounts receivable for applica- 
tion of membership fees, consumers’ advance pay- 


ments and consumers’ deposits. 


Credits to materials and supplies for stores 
issues. 


Charges to construction for materials used. 


Credits for materials returned to stores or 
salvaged. 


Credits to retirement work for materials sal- 
vaged. 


Expenses arising from materials used. 


Expirations of prepayments for insurance. 
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1l. Tax accruals. a 


12. Distribution of construction and retirement 
work orders. 


13. Amortization of deferred charges or credits. 
CASH 


The audit procedure for verfication of the cash ac- 
counts is perhaps the most detailed of any of the 
verification procedures. This is necessary because the 
volume of cash transactions is larger than any other 
type of transaction, and cash, as such, is more often 
misappropriated than any other asset. A second im- 
portant reason for the extended scope of the examina- 
tion of cash accounts and cash transactions is to de- 
termine the propriety of expenditures: of Government 
loan funds. 


The audit procedure outlined in this section generally 
applies to all oash accounts. In some instances, 
special procedures are required for certain cash ac- 
counts and these are specifically mentioned as ap- 
plying to the particular accounts affected. An example‘ 
is the additional verification necessary for all loan 
fund disbursements. In addition to loan funds, certain 
other cash funds are subject to restrictions as to the 
purposes for which these funds can be used. The audi- 
tor should become thoroughly familiar with the purposes 
and requirements of each cash account. All restric- 
tions should be carefully noted to determine that such 
funds are not disbursed in violation of the restric- 
tions. 


An effective system of internal cotrol will provide 
the safest check on propriety of accounting for all 
cash transactions. The auditor should carefully study 
the methods by which daily transactions are recorded 
in the office of the borrower to determine that all 
possible safeguards are utilized in the internal con- 
trol system. To assure maximum protection to the bor- 
rower, the internal control system should provide: 


1. The responsibility for opening mail and for re- 
ceiving cash should be delegated to different 
® individuals. = 


2. The responsibility for posting cash credits to 
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the individual consumer’s account ledger and for 
receiving cash should be delegated to different 
individuals. 


The individual acting as cashier should not have 
access to the general ledgers of the borrower. 


The change fund provided for the use of the 
cashier should be in an amount large enough to 
carry on normal daily business transactions, and 
should be reconciled daily at the time the bank 
deposit is prepared. 


Cash receipts should be deposited in the bank in- 
tact, preferably daily. 


Bank statements should be carefully checked each 
month and should be reconciled with the book 
accounts by a different individual from the one 


responsible for making deposits and drawing 
checks. 


All checks should be prenumbered and all numbers 
should be accounted for when the bank statements 
are reconciled. 


When an error is made on a check when it 1s being 
drawn, the check should be mutilated to indicate 
it is voided and the voided check should be care- 
fully preserved. 


All checks should be countersigned and the pro- 
cedure must provide that original invoices or 
other accounting evidence be presented to the 
official countersigning together with the check 
to be signed. 


Checks must never be signed in blank by either 
the signer or the countersigner. 


All invoices should be marked with a conspicuous 
stamp when paid so that the same invoice cannot 
be presented for payment again. 


The person responsible for approval of invoices 
or statements for payment should not be the same 
person responsible for entering such payments in 
the general ledger records. 
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13. Petty cash should be handled on the imprest fund 6 
system, and one employee should be made respon- ~ 
sible for this fund. 


14. All reimbursements to the petty cash fund, which 
should be made at the close of each month and at 
such times as may be necessary, must be support- 
ed by properly executed receipts. Such reim- 
bursement checks should be drawn to the individ- 
ual who is responsible for the petty cash fund 
and should bear his endorsement. 


15. The maximum amount of any disbursement from the 
petty cash fund should be set by formal action 
of the board of directors. 


(144) Recognition must be taken of the fact that the limited 
number of empleyees in the average borrower’s office 
precludes the establishment of an adequate and effective 
system of internal control to protect against all pos- 
sible dangers in recording cash transactions. The 
auditor must be. able to judge the effectiveness of the 
office procedure in relation to the internal control 
possible in any particular situation. For instance, ¢ 
when the auditor finds a bookkeeper performing the = 
duties of cashier, accounts receivable clerk, check 
countersigner, and petty cash custodian, he must be 
able to determine the extent to which he must make a 
detailed check of transactions to assure that the fi- 
nancial statements he presents in his report are ac- 
curate and reflect the true financial condition of the 
borrower. Therefore, it is essential that the auditor 
make a sound evaluation of the system of internal con- 
trol and its effectiveness so that the detailed tests 
performed will be an accurate measure of the accuracy 
of accounting records for all cash transactions. This 
evaluation is important to the audit program because 
(1) it will help to avoid unnecessary detail checking, 
and (2) serve to make the testing procedure more ef- 
fective. 


(145) Vertfication of Accounting Records. The auditor will 
find, in making a detailed test of the cash accounting 
records, that other ledger account entries will be 
tested in the same operation. For instance, in the 

_detailed éxamination of cash disbursement records for _ 
general cash, the auditor will examine the original c 
accounting evidence supporting some of the entries in 
the expense accounts. When the original invoice or 
document supporting any entry in a general ledger 
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account has been verified and examined, the auditor 
should mark the entry he has verified with a small dis- 
tinctive mark. Later, when he examines the entries 1n 
this particular account, he will know which entries 
have been previously verified in connection with the 
examination of other accounting records. In most cases, 
the auditor will find that the necessary test-check for 
many accounts can be performed in connection with the 
examination of cash accounts. The auditor should al- 
ways strive to eliminate any duplication of work per- 
formed and careful planning of the test-checking pro- 
cedure to be followed will aid the auditor to make the 
most efficient use of his time. 


Scope of Verification. The verification for cash account 
balances is divided into three separate procedures, (1) 
reconciliation of cash on hand, (2) verification of petty 
cash, and (3) bank reconciliations. Some procedures, 
included in these paragraphs, apply to the verification 
of accounting records for specific accounts involved and 
are included under the verification of account balances 
because the procedure relates to the verification of a 
specific cash account. 


Reconciliation of Cash on Hand. 


1. Count cash on hand in the presence of the em- 
ployee responsible for the change fund, prepare 
cash count schedule and have the responsible em- 
ployee sign the schedule as receipt for the cash 
fund returned to him. Care should be exercised 
that all cash on hand is held in control until 
all funds have been counted, since the cash on 
hand may comprise cash receipts not only from 
the general fund, but also from the installation 
loan fund, or receipts to be deposited in the 
REA construction fund account. The auditor 
should also be alert in the matter of detecting 
possible shortages when IOU’s or checks are found 
to replace the cash supposedly on hand and to 


any abuse of the change fund by employees. 


2. The dates of the checks on hand should be ex- 
amined to disclose any mishandling of the change 
fund. Verify, when counting cash on hand, that 
all checks other than those cashed for others, 
included in the cash on hand balance, have been 
recorded in the appropriate cash receipt book. 
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Count all cash funds at the same time. This 
will prevent the transfer of cash from one fund 
to another to cover a discrepancy. Reconcile 
cash on hand with cashier’s record of undeposited 
receipts. Prepare reconciliation of cash on 
hand with receipts from audit closing date to 
date cash was counted. 


The undeposited receipts included in the cash 
count should be deposited in the bank intact. 

If this is impossible, the checks, drafts, money 
orders, postal notes, etc., included in the cash 
count, should be traced to the subsequent de- 
posit. } 


(148) Verification of Petty Cash. 
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When the borrower maintains an imprest petty 

cash fund, the auditor should count the cash on 
hand in the petty cash fund at the same time as 

he counts the change fund. The cash should be 
counted in the presence of the employee respon- 
sible for the fund and the cash count schedule a 
should be signed by this employee as receipt for \— 
the cash fund returned to him. 


The amount of the petty cash fund mst be estab- 
lished in accordance with a formal board resolu- 
tion and should be verified by the auditor by 
referring to the minutes of the board meeting. 


The auditor must determine the method of han- 
dling the petty cash account and the extent of in- 
ternal control-over the transactions involving 
this fund. The examination of the petty cash 
fund should be performed so as to include a 
test-check of the petty cash reimbursement checks 
and supporting vouchers and a verification of 

the transactions for a period which coincides 
with the examination of cash in the bank and 
other records. 


The cuditor should be concerned with the type of 
items and purposes for which petty cash is used; 

for example, the payment of salaries through the 
petty cash fund is not considered a sound. pro- / 
cedure. Usually the resolution establishing the € 
petty cash fund will limit the amount which can 

be disbursed through this fund. The auditor 
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should determine that the fund is handled in 
accordance with that. resolution. If the reso- 
lution does not limit the amount of a single 
disbursement, any invoice for a large amount 
should be questioned, and the auditor should in- 
vestigate and determine the propriety of the 
disbursement. The auditor should further ex- 
amine the reimbursement receipts for the purpose 
of noting that the petty cash vouchers or in- 
voices are authentic and have been approved by 
the manager and also by the board of directors 
through a resolution in the minutes, if that is 
the borrower’s policy. It is also important to 
note on the petty cash vouchers and receipts the 
general fund check number of each in order to 
effect a cancellation of the voucher, so that it 
will not be used over again on another reimburse- 
ment. 


Predated checks and IOU’s of employees should be 
investigated and the manager’s attention should 
be called to the fact that the petty cash fund 
should be used only for small current payments 
of freight, postage, and other miscellaneous 
items and must not be used for purposes other 
than those for which it was established. 


Any irregularities found should be included in 
the auditor’s comments. Auditors should always 
bear in mind that the petty cash fund should 
never be used for a change fund. Where L0e2s 
found that the petty cash fund is not being 
handled on the imprest system, recommendations 
should be made for the installation of such a 
system. Where it is found that a borrower has 
not set up a change fund,, the auditor should 
make the recommendation that such a fund be 
established. He should further determine the 
frequency of the bookkeeper’s undertaking to 
reconcile by physical count the petty cash fund. 
It is the duty of the auditor to bring to the 
attention of the management that this fund 
should be entrusted to one employee only, and 
this employee should be responsible for the 
maintenance of this fund and its reconciliation 
at stated periods. Where it is found that IOU’s 
have been paid from this fund in recurring 
periods, the auditor should emphasize this fact 
in his audit report, in order to bring about a 
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possible discontinuance of such a practice. 


The auditor snould reconcile this account with 
the general ledger balance. 


(149) Bank Reconciliations. 


l. 


Obtain all bank statements and cancelled bank 
vouchers for the period under review. Reconcile 
bank balances as of the audit date with the 
amounts, reflected in the related cash accounts 
in the general ledger. 


The deposits shown in transit as of the preced- 
ing audit should be traced into the bank. 


The checks shown outstanding as of the preceding 
audit date should be traced into the bank. 


Examine all checks drawn for inter-fund transac- 
tions during the last week of the current audit 
period to determine that they are simultaneous- 
ly recorded as receipts and disbursements. 


Verify that receipts reflected in the cash books 
as deposited on or about the last day of the 
period, but not shown as credited by the bank on 
that day, have actually been deposited as claim- 
ed. 


After a thorough investigation of any borrower’s 
checks outstanding for a period longer than 
ninety days, make a list of these items and 
discuss with manager. In some instances, the 
auditor should suggest that the borrower cor- 
respond with the payee, especially if the check 
is for a’ large amount, in order to determine 


why the check has not been presented for payment. 


If any of the checks have been outstanding one 
year or more, the auditor should recommend that 
the bank be notified by letter requesting that 
payment be stopped and that the borrower be no- 
tified when such checks are presented for pay- 
ment so that proper approval for payment may be 
given if desired. When the bank is notified to 
stop payment on these outstanding checks, the 
auditor should remove them from the list of out- 
standing checks after making the necessary en- 
tries. 
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7. The auditor should determine what safeguards are 
in effect to keep blank checks from falling into 
unauthorized hands. Where an auditor finds that 
the officials authorized to sign checks make a 
practice of signing a number of blank checks, 
the auditor should discuss with the manager the 
danger of such a procedure. This condition, if 
it exists, should be commented upon in the audit 
report. 


8. Greater care must also be exercised in the ex- 
amination and verification of checks when it 1s 
found that the authorized signatures are those 
of the manager and bookkeeper. 


9. Obtain confirmation from the depositories of the 
bank accounts which have been active during the 
audit period as to the balances. 


10. Prepare the necessary schedules reconciling the 
cash accounts. 


REA Construction Loan Fund. This audit procedure re- 
quires a verification of REA construction fund trans- 
actions for the audit period. Since both budget and 
ledger accounting are involved in this verification, it 
is important that the auditor understands the differ- 
ence between the two phases of accounting. For the 
purpose of this discussion the two terms are defined as 
follows: 


Budget accounting refers to the distribution of 
debits and credits arising from construction fund 
transactions to the proper budget classifications 
established in the REA master budget for the con- 
struction. loan. 


Ledger accounting refers to the distribution of these 
debits and credits arising from REA construction loan 
transactions to the proper ledger accounts as estab- 
lished in the REA Uniform System of Accounts. 


These two accounting phases are separate and distinct 
and no attempt should be made to correlate them be- 
cause each serves a purpose independent of the other. 
The budget classification of a particular item does not 
determine the accounting classification for the ledger 
treatment; neither does the ledger accounting treatment 
determine the budget classification of any item. 
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Budget accounting is established as a control over the 
disbursement of loan funds to insure that they are 
used for proper purposes. Before an allocation 1s ap- 
proved by the Administrator, a feasibility study is 
made of the proposed system to determine the soundness 
of the loan. This study is based on an estimated cost 
to build the number of miles of line required to serve 
the members and the potential members of the coopera- 
tive. The allocation, which is based on the estimated 
cost of the system, is broken down to specific items 
necessary to construct the system and place it in con- 
dition to be operated. This breakdown is known as the 
master budget. All advances to the borrower are made 
on the basis of specific purposes provided for in the 
master budget and loan funds may be disbursed only in 
accordance with these purposes. Unauthorized dis- 
bursements, representing expenditures for purposes not 
provided for in the master budget, violate the loan 
agreement and can endanger the soundness of the loan. 


Ledger accounting is concerned with the determination 
of accounting disposition of disbursements from loan 
funds and advances from REA. The accounting for loan 
funds follows the outline of the accounts as provided 
in the REA Uniform System of Accounts. The same cri- 
teria for determination of accounting disposition of 
expenditures is applied both to general fund and con- 
struction fund disbursements. For example, an item 
classified as an expense in accordance with the REA 
Manual of Accounts is accounted for as an expense 
regardless of the source of funds for such item. 
Similarly, an expenditure for an item classified as a 
capital item is accounted for as such an even though 
the disbursement may not be authorized or allowable 
from construction loan funds. 


The responsibility of the auditor is two-fold; (1) he 
must determine the propriety of the disbursements and 
the supporting accounting evidamce and (2) he must 
determine the proper accounting disposition both to 
the budget classification and the ledger account 
classification. 


The audit working papers discussed in Part V of this 
handbook, include analyses of construction fund trans- 
actions. The textual material related to the working 
papers describes the information required to be shown 
in support of the verification made by the auditor. 
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The determination of the propriety of construction loan 
fund transactions includes the adequate support of the 
transactions with acceptable accounting evidence as. well 
as propriety of disbursements from the standpoint of the 
construction budget. All cancelled checks must be ex- 
amined for propriety of purpose, signatures, counter- 
signatures and endorsements. The rules governing the 
adequacy of evidence supporting disbursements from other 
funds generally apply the same as for disbursements 

fron construction funds. All construction fund dis- 
bursements, except disbursements to contractors and 
engineers, must be supported by vendors’ invoices. Dis- 
bursements to contractors and engineers must be sup- 
ported by appropriate receipts. Ordinary precautions 
mist be exercised in determining that such goods or 
services were actually received by the borrower and were 
received for the borrower’s exclusive bene fit. 


The propriety of disbursements from the standpoint of 
budget purposes must be determined in accordance with 
the prescribed rules and regulations. These require- 
ments are fully set forth in bulletins issued by the 
Finance Division and will not be repeated here. The 
auditor must be thoroughly familiar with these require- 
ments so that he can determine whether the disbursements 
are allowable by these established requirements. The 
auditor is also responsible for, the ddtermination that 
the disbursements are provided for in the budget, and 
that funds have been advanced by REA for the purpose 
covered by the disbursement. The REA Manual of Accounts 
governs the ledger accounting disposition of all dis- 
bursements. The auditor will verify at least 40 per- 
cent of the accounting and budget distribution in the 
cash disbursement record. 


When verification of REAconstruction fund transactions 
has been completed, the auditor will prepare a draft of 
the adjusted expenditure report. After this portion of 
the audit has been completed and all adjustments and re- 
funds have been made, the auditor should see that a 
debit-credit adjustment expenditure report is prepared 
from such draft and submitted by the borrower. 


The auditor will find many cases in which the borrower 
makes disbursements from the general fund and period- 
ically draws construction fund checks to reimburse the 
general fund expenditures allowable fom loan funds. 
In verifying these reimbursement transactions the 
auditor must examine the documents supporting the 
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original general fund tr@nsaction in the same manner 
that he examines and verifies all other construction 
fund disbursements. 


The borrowers should be encouraged to maintain adequate 
schedules detailing the general fund checks and budget 
purposes for each item included and the special con- 
struction check number and amount which effected re- 
imbursement. The auditor should verify these schedules 
and refer to them in support of his verification of the 
reimbursements. 


INVESTMENTS 


Investments are generally divided into two types ac- 
cording to the purpose of the investment. One type 
represents investment of excess funds, primarily for 
the purpose of producing revenues, or investment of 
sinking funds. The status of this type is more or less 
"fixed" and the principal is not considered available 
on demand, or, im the case of sinking funds, is not 
available for any purpose other than that for which the 
fund was originally created. The other type represents 
investments of funds which are in excess of the current 
needs of the borrower and are temporarily invested to 
reduce cash balances in the bank. The principal of 
these temporary cash investments is available on short 
notice and can be considered part of the borrower's 
working capital. The procedure for the verification of 
investments of both types is generally the same. 


Verification of Account Balances. 


1. Examine the bonds or other securities and ascer- 
tain that they are properly issued in the name 
of the borrower. If they are registered in the 
name of an officer of the borrower, see that 
they are accompanied by a power of attorney or 
are endorsed by the registered owner. 


2. The securities examined should be checked with a 
detailed listing of the securities owned and the 
total thereof should be in agreement with the 
general ledger accounts. A separate schedule 
should be prepared for each investment account. 


3. Verify receipt of all interest earned on the in- 
vestments: 
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(a) Coupons or other interest collections. 


(b) Increase in value of the appreciation type 
of bonds which may be included in the 
schedule. 


4. Determine that investments acquired by restrict- 
ed funds are not intermixed in the same account 
with those purchased from general or non- 
restricted funds. 


9. When the securities cannot be obtained for ex- 
amination and are held by a custodian, obtain a 
confirmation letter listing the items held by 
them. This letter of confirmation should be 
made a part of the audit working papers. 


6. When securities are kept in a safe deposit box, 
indicate the name and address of the bank and the 
name of the individual in whose name the box is 
held if it is not held in the name of the bor- 
rower. 


7. Indicate in the audit report what securities, if 
any, are pledged by the borrower as collateral 
for a loan. The securities pledged for loans 
should be verified by confirmation from the 
lender. 


NOTES RECEIVABLE 


Loans made to borrowers’ members for wiring and purchase 
of appliances or equipment are evidenced by notes re- 
ceivable. In most instances, the borrower makes these 
loans from funds advanced by REA for this purpose, and 
the individual notes signed by the members are the col- 
lateral securing the REA obligation. The auditor must 
examine these notes and determine that they represent 
collateral sufficient to cover the REA obligation 

for these loan funds. 


Verification of Accounting Records. 


1. Test the borrower’s calculation of interest on 
notes receivable collections to determine the 
procedure followed and the accuracy of amounts. 
This testing should be confined to a portion of 
the transactions occurring within the period for 
which cash receipts records were tested. The 
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auditor should examine enough transactions to 
be reasonably sure the records are correct. 


Verify footings of a portion of the individual 
accounts in the subsidiary ledger. 


Verify the footings in the general ledger con- 
trol account. 


(164) Verification of Account Balances. 


Le 
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Request the borrower to prepare a schedule of 
notes receivable unpaid at date of audit. If 
it is prepared by the borrower, the auditor 
should check it for accuracy. 


Determine the amount of principal delinquent 
and age notes listed on the schedule. 


Compare schedule of notes receivable with the 
notes receivable subsidiary ledger. 


Compare the total of the schedule of notes re- 
ceivable with balance in the general ledger 
control account. 


Examine all of the notes in possession of the 
borrower for amount, signature and note en- 


dorsements. Secure confirmation from borrower’s 


attorney, in event he is holding notes re- 
ceivable pledged as collateral to REA. 


Secure confirmation of any notes that are held 


by others for collateral, or for collection. If 


any notes receivable are discounted, -confirma- 
tion of the amount should be obtained so that 
the contingent liability can be determined. 


Verify the adequacy of the reserve for notes 
receivable which are doubtful of collection. 


Investigate the collection policy of the bor- 
rower in relation to the collection of delin- 
quent payments due on notes receivable. 


Identify on schedule the notes receivable due 
from employees or officers of the borrower. 


Obtain confirmation of delinquent notes receiv- U 


able which may be deemed necessary. 
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ACCOUNTS RECEIVABLE 


Verification of accounts receivable constitutes one of 
the important auditing functions of an REA auditor 
since this is the principal source of cash receipts of 
an electric cooperative. There are several types of 
accounts receivable which are classified according to 
the general type of transaction giving rise to the re- 
ceivable. The verification procedure prescribed herein 
applies to all types of accounts receivable. 


The extent of internal control exercised over accounts 
receivable transactions generally governs the amount of 
detail checking that will be necessary to test the ac- 
curacy of the borrower’s accounting records. for ac- 
counts receivable. In determining the extent of in- 
ternal control the auditor should carefully study the 
system of internal check to determine that it provides - 
coverage for all of the following points: 


1. Accurate billings on the basis of approved rate 
schedules. 


2. Billing all consumers each month. 


3. Prompt mailing of billings when due, and proper 
verification of billings before mailing. 

4. Proper maintenance of meter reading records to 
support billings. 


5. Proper control over itemization of penalties and 
discounts, and authorization for waiver of pen- 
alties and discounts. 


6. Proper authorization for accounts receivable 
charged to the reserve for uncollectible ac- 
counts. 


7. Maintenance of accounts receivable subsidiary 
ledgers by employees who do not have access to 
the general ledger, and who do not act as 
cashiers. 


8. Proper maintenance of subsidiary ledgers and 
periodic reconciliation thereof with the general 
ledger controlling accounts. 


9, Maintenance of a consistent collection policy. 
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10. Control over approvals for debit or credit ad- Cc 
justments. 


(167) After the auditor has established the extent of the 
borrower's internal control, emphasis should be placed 
on the testing of the records wherein the control ap- 
pears to be inadequate. The following verifications 
are in addition to the test-check procedure. 


(168) Vertfication of Accounting Records. 


1. Check the footings of a portion of the individ- 
ual accounts appearing in the subsidiary ac- 
counts receivable ledgers. It is recommended 
that the auditor test-check the footings of ac- 
counts showing a delinquent balance. 


2. When required, prepare analysis of the changes 
in the controlling accounts for the period of 
audit. This schedule is also used to tie-in the 
billings or sales and the write-offs of accounts 
previously reserved. 


3. Check the footings of the general ledger con- ¢ 
trolling accounts. a 


(169) Verification of Account Balances. 


1. Obtain from the borrower the trial balances of 
the subsidiary ledgers as of a convenient date. 
Reconcile the totals thereof with the balances 
of the general ledger accounts as of the audit 
date. 


2. Check the trial balance of the subsidiary led- 
gers with the individual items appearing there- 
in to determine that all individual accounts 
are included. If the number of individual ac- 
counts is extremely large, a test-check can be 
made of the individual balances to determine 
accuracy. 


3. Age the accounts showing a delinquent balance 
and prepare a schedule showing the result. The 
age of the delinquent accounts should be de- 
termined from penalty date. For instance, if a 
billing is made on May 25 and the penalty date (\ 
is June 10, the account would be shown as cur- ~ 
rent in an audit report for the period ending 


May 31, and would be shown as 1] to 29 days 


76 


PAR. 


) 


qa 


delinquent in an audit report for the period 
ending June 30. The auditor can use the sum- 
maries of the bookkeeper’s schedules showing the 
age of delinquent accounts if the borrower’s of- 
fice procedure provides for periodic accumula- 
tion of this information and preservation of the 
schedules setting forth the detail of the delin- 
quent accounts. 


Determine that accounts receivable fron em- 
ployees, officers or directors of the borrower, 
which do not arise from the normal course of 
business, are not intermixed with accounts re- 
ceivable from patrons. Such accounts should be 
stated separately on the balance sheet. 


Determine that no accounts receivable are as- 
signed or hypothecated. If delinquent accounts 
have been turned over to the borrower's attorney 
for collection, obtain a list of such accounts 
so that the adequacy of the reserve for uncol- 
lectible accounts may be properly evaluated. 


Test adequacy of reserves for uncollectible ac- 

counts of each type of accounts receivable. In 

this connection, review with the manager all ac- 
counts delinquent 90 days and over to determine 

what steps are being taken to collect these ac- 

counts. 


Confirm balances in the accounts receivable 
ledgers to the extent deemed necessary. 


Prepare audit working papers showing the extent 
of verification performed in detail and results 
of this detailed examination of accounts receiv- 


able. 


(170) Special Considerations. 


iC 


Overpayments, representing less than a normal 
charge for a full month’s service, are properly 
recorded on the borrower’s records as a credit 
balance to the accounts receivable ledger ac- 
count. The auditor should be sure that such 
credit balances are set forth separately on the 
schedule aging the accounts. The comments should 
state the gross amount of the accounts receiv- 
able, less these credits, arriving at a net 
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balance receivable. When credit balances are es 
proportionately large, they should be shown 
under the liabilities section of the balance 
sheet. 


If the auditor finds that the borrower does not 
make a reconciliation of the subsidiary ledgers 
with the general ledger control account, he 
should recommend that this be done at the close 
of each month or at the time when the least 
number of accounts are open--usually shortly 
after penalty date. 


For large cooperatives, which carry receivable 
accounts of 1,500 and over in number, it is 
recommended that a breakdown of the general 
ledger controlling account be maintained either 
by sections or by alphabetical sequence. This 

is recommended for the reason that it affords 

an easier method of reconciling differences 
between the general ledger control account and 
the subsidiary records. Differences can be 
localized to one section or one particular group_ 
of accounts receivable which will materially i 
reduce the volume of checking to be performed in 
locating errors. Separate notations should be 
provided on the daily cash collection sheets 
for each subdivision and the total of all sub- 
divisions posted on a master contro! sheet. 
Similarly, the journal entry recording charges 
to accounts receivable should be brcken down to 
the proper subdivision of the control account. 


The procedure to facilitate reconciliation of 
subsidiary accounts receivable ledgers with the 
controlling accounts also provides for proving 
posting to the subsidiary ledgers daily. This 

1s particularly important for borrowers which 
have a large number of active accounts, involv- 
ing 100 or more transactions daily. It is ob- 
vious the locating of bookkeeping errors in post- 
ing would be difficult if the transactions for 

an entire month had to be reviewed. In order 

to localize errors within a shorter period, the 
process of proving the daily cash receipts 
postings and the posting of charges to the in- |. 
dividual subsidiary ledger accounts by means of€ 
running a tape on the debits and credits posted 
to the subsidiary accounts each day is recom- 
mended. This procedure provides for the identi- 


fication of all postings made each day and ad- 
dition of the identified items to determine that 
the total of the postings agrees with the total 
of the original records from which the postings 
were made. In the case of cash receipts, the 
bookkeeper should place a tab in front of each 
subsidiary ledger account page after posting the 
credit to the individual account. After all 
transactions on the daily cash receipts sheet 
have been posted, the bookkeeper should run a 
tape on all the accounts posted that day as 
identified by the tabs. The total of the post- 
ings, as shown on the tape, should equal the 
total shown on the daily cash sheets. A similar 
procedure should be used for checking entries for 
energy charges to the individual accounts. A 
different colored tab should be used to differ- 
entiate between the credit tabs and the debit 
tabs. However, when an entire ledger is being 
posted, as in the case of monthly charges for 
energy, it will not be necessary to use tabs 
since a tape should be run on all postings in the 
entire ledger to prove postings. 


It is extremely important that the auditor recom- 
mend some approved method of reconciliation of 
the accounts receivable subsidiary ledgers with 
the controlling accounts when he finds that the 
borrower does not reconcile periodically or finds 
the method used is inefficient. This is particu- 
larly important when the subsidiary records are 
not in agreement with the control account. 


When the tapes on the subsidiary records show the 
accounts out of balance with the general ledger 
control account, the auditor should discuss the 
Situation with the manager. After careful ex- 
amination, any small differences should be ad- 
justed, if properly substantiated, to an expense 
or revenue account. Any large differences 

should be established in a deferred account, thus 
bringing thecontrol and the subsidiary accounts into 
balance as of the audit date. However, the aud- 
itor should recommend that these differences be 
traced immediately and it may be necessary for 
the auditor to supervise the work in this con- 
nection. The auditor should bear in mind that 

it is not his function to perform the clerical 
checking necessary to bring these records into 
agreement but is is his function to give super- 
visory assistance in completing this work. 
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(171) Materials and supplies are divided into two major clas- 
sifications based on the purposes for which they are 


held. These are: 


1. Materials purchased for contstruction, operation 
and maintenance of the electric system. 


2. Materials purchased for resale to patrons. 


These major classifications are sometimes subdivided 
into other classifications representing materials and 
supplies purchased for specific purposes. The audit 
procedure outlined herein applies to the examination of 
all materials and supplies accounts. However, since the 
most important of such accounts reflect transactions in- 
volving materials for construction, operation and main- 
tenance of the electric system, the auditor will find 
more emphasis placed on procedures applying to this 
particular classification of materials accounts than 
others. 


(172) As stated previously, the extent and adequacy of in- + 
ternal control will govern the amount of detailed « 
checking necessary to verify the accounting records and 
the account balances. In determining the adequacy of 
the borrower’s control over material transactions, the 
auditor should ascertain that the following safeguards 
are provided: 


‘1. Consistent use of purchase orders which are num- 
bered serially. The orders should be prepared 
in triplicate, should show the quantity ordered, 
description of items, unit prices, extended cost 
and shipping instructions, and should be signed 
by an authorized employee of the borrower. The 
original should be sent to the vendor, the 
duplicate filed numerically, and the triplicate 
held to check materials when received. 


2. An adequate procedure for receiving materials 
and checking materials received, which provides 
checking of the packing or receiving slip with 
the triplicate copy of the purchase order, main- 
taining records showing unfilled purchase orders, 
and inspection of the physical condition of the 
materials received, and recording the proper aie € 
location of freight charges. i 
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3, An adequate procedure to insure that all mate- 
rial invoices are checked with receiving slips, 
that units, unit prices, and extensions are 
verified and that all entries to the control 
account are entered in the subsidiary records. 
This also includes a filing procedure which 
gathers all ‘the related documents together to 
support the payment of any materials invoice, 
such as purchase order, packing slips, duplicate 
freight or express bill, order acknowledgements, 
and the invoice. Approval of the various items 
involved should be indicated on the invoice by 
the employee responsible. 


4. Proper control over requisitioning materials 
from stores and returning unused or salvaged 
materials to stores. The procedure for control 
of junked material should provide proper ac- 
counting for proceeds from sales of such mate- 
rial. 


5. Proper allocation of charges and credits for ma- 
terials withdrawn from stock and returned to 
stock, based on daily records, summaries of 
daily records, and correct determination of unit 
prices. 


6. Maintenance of perpetual stock records and 
ee Boe rieties 
periodic reconciliation with the control account. 


7. Taking of physical inventories periodically and 
reconciling the subsidiary and control records 
with the- physical count. 


(173) Verification of Accounting Records. 


1. In addition to the test-check, the auditor should 
peruse the transactions in periods other than the 
test period and should investigate all unusual 
items. 


9. Prepare analysis of the changes in the control 
account for the period of audit. This schedule 
is also used to tie-in the purchases, returns of 
salvaged material, transfers to construction 
work in progress and charges for expense items. 


3. Check the footings of the general ledger control 
accounts. 
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1. Obtain the materials and supplies inventory, as 
of the audit date, if possible, from the bor- 
rower. This should be requested very soon 
after the auditor arrives at the office of the 
borrower so that it will be available when the 
auditor needs it. The auditor should also ob- 
tain the original inventory sheets which were 
used by the employees in compiling the physical 
count. . 


2. Determine that the present inventory is taken on 
the same basis as the inventory used in the 
prior audit. Whenever Variation in method is 
noted, the auditor should review the present 
method to determine if it is acceptable. 


3. If the inventory date does not coincide with the 
closing.date of the audit, carefully examine the 
transactions occurring between the inventory 
date and the audit date to determine the pro- 
priety of the inventory. If several months me & 
elapsed and the perpetual inventory records are 
not in good condition so that a satisfactory 
reconciliation with the ledger account can be 
made, the auditor should request a new one, 
preferably as of the audit date. If a new in- 
ventory is necessary, the auditor should re- 
quest this very soon after the start of his 
audit so that it will be available when needed. 


4. (Check the completed, typed inventory with the 
original inventory stock sheets to determine the 
accuracy of the units shownon the typewritten 


inventory. 


5. Test accuracy of extensions and footings on the 
inventory. Check the total of the inventory 
sheets with the general ledger control account 
balance. 


6. Check quantities, unit prices, and extensions of 
selected individual items on the inventory with 
the perpetual inventory records. 


7. Make a spot check of the number of units shown SS 
on the inventory by actually counting some in- 
dividual items in the stock bins and comparing 
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12. 


13. 


14. 


15. 


with the perpetual inventory records, and rec- 
oncile with the inventory count. Ascertain 
causes of differences, if any. 


Test the accuracy of the unit prices used in 
calculating the inventory by spot checking the 
calculations of unit prices on the perpetual in- 
ventory records. Determine that the "average" 
pricing method has been adhered to during the 
audit period. 


Determine that invoices for all materials in- 
cluded in the inventory have been entered on the 
records of the borrower. All invoices which 
have not been entered on the books should be 
taken up and included among the liabilities. 


Examine the items apearing on the inventory to 
determine that only those items properly charge- 
able to materials and supplies accounts are in- 
cluded. Also examine the individual items for 
anything unusual which should be checked in 
detail. 


Determine that materials received on consign- 
ment have been excluded from the inventory. 


Determine that the liabilities for materials, 
representing partial shipments on contracts or 
orders which have not been invoiced, are in- 
cluded on the books. 


Test allocation of freight and similar charges 
to the material records to determine propriety. 


Obtain an inventory certificate from the manager 
which is properly signed by the individuals 
responsible for the quantity, quality and usa- 
bility, and prices and extensions of the mate- 
rials shown on the detailed inventory. This 
certificate should also set forth the dates of 
the inventory and method used in taking inven- 
tory. 


Reconcile the total of the detailed inventory 
with the balance in the general ledger account. 
It is safe to assume that there will generally 
be a difference between the physical inventory 
and the general ledger control account. The 
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fol lowing peocedice should be adhered to in ‘< 
handling these differences: oe 


(a) Where small, as a result of incorrect 


(b) 


(c) 


pricing, mechanical errors, unaccounted 
for loss and breakage, etc., the dif- 
ference should be charged or credited 
directly to stores expense-clearing. 


Where the difference is substantial and 
the cooperative personnel is unable to 
determine its cause to enable making the 
appropriate entries, it should be sus- 
pended as a deferred item. In this 
event, the borrower’s personnel should 
be given suitable instructions for 
further detailed checking of the rec- 
ords to locate the difference. 


If the difference is substantial, and a 
reasonable attempt has been made to 

locate it without results, the matter 
should be referred to the borrower’s 

board of directors for its review and e 
disposition. ~ 


Suitable comments should be included in the 
audit report to indicate the auditor’s actions 
and recommendations with respect to the dif- 


Prepare the schedules and analyses for the audit 


Indicate extent of detailed tests per- 


formed in the course of the examination. 


ferences. 
16. 
report. 
PREPAYMENTS 


(175) A prepayment is defined as a payment made by a borrower 
for specific services or benefits which have not been 
received during the current period. Prepaid insurance, 
sometimes referred to as unexpired insurance premiums, 
prepaid interest, prepaid taxes, and prepaid rents, are 
the accounts of this classification most commonly used 
by the borrowers. The auditor’s chief responsibility 

is to determine that the balance, indicated in the bor- 
rower’s records as prepaid, actually represents a pre- 
payment applicable to future accounting periods. Sinceg 
all prepayments are basically the same, the verificatio: 
of the accounting records is similar and the procedure 
set forth in the following paragraphs will apply gen- 
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erally to all prepayments. 


(176) Verification of Accounting Records. 


(177) 


1. 


Test the accuracy of the charges to the general 

ledger accounts designated as prepayments. This 

may be accomplished by spot-checking, but if the 
auditor should find it necessary, he may examine 
the original evidence supporting all charges to 

prepayment accounts. 


Ascertain that charges made to the prepayment 
accounts actually represent legitimate prepay- 
ments for services which will be received by the 
borrower in future accounting periods. 


Examine the borrower’s subsidiary records which 
support the entries for amounts written off 
during the audit period, and test for accuracy. 


Test the borrower’s method of determining the 
balances remaining in the various prepaid ac- 
counts as of the audit date. 


Verification of Account Balances. Since the verifica- 
tion of the account balances varies somewhat for each 
specific type of prepayment, the general procedure ap- 
plicable to each major classification is set forth in 
the following paragraphs. 


Prepaid Insurance: 


1. 


Examine the insurance policies and check the 
policies with the bookkeeper’s insurance sched- 
ule to determine that all policies are included 
and correctly stated as to coverage effective 
dates, amounts of premiums, and the basis for 
write-off. 


Determine that insurance charges which are 1n 
excess of the prepaid premium are properly re- 
flected as accrued insurance premiums for the 
particular policies affected. 


Verify balances of unexpired premiums for indi- 
vidual policies and reconcile total insurance 
prepayments with the general ledger control 
account. 
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4. When required, prepare a schedule for the audit 
working papers. The auditor should state on 
this schedule the method and extent of his veri- 
fication of the balance in this account. 


5. When the borrower does not maintain an insurance 
register, the auditor should prepare such a 
schedule for the audit working papers which 
verifies insurance transactions for the period 
covered by the audit. Calculations for audit 
adjusting entries should be supported by this 
schedule. 


6. Compare cost value of property insured, as re- 
corded in the accounts, with the coverage of 
the policies providing insurance to determine 
adequacy of insurance coverage and ascertain 
that the insurance practices of the borrower 
conferm with REA requirements. 


(178) Prepaid Interest, Taxes, Rents, etc. 


1. Check original account ing evidence supporting / 
the entries to these prepaid accounts. Examine ¢ 
the prepaid schedules maintained by the bor- 
rower to determine adequacy. 


2. Check accuracy and propriety of amounts shown 
as prepaid, and reconcile with the general 
ledger control account. Determine that such 
prepayments actually apply to future account ing 
periods. 


3. When required, prepare schedules for the audit 
working papers. State on the schedule for each 
account the extent of the verification of the 
account balance. 


(179) Unapplied Payments - Long-Term Debt. The auditor should 
bear in mind that so-called prepayments on long-term 
debt are not truly prepayments but are technically 
amounts deposited for future application to retirement 
of debt. However, they are treated on the balance 
sheet as a reduction of the outstanding long-term ob- 
ligation. The verification procedure is outlined in 
this section with that for various types of prepay- 
ments, but the auditor should not include this account € 
with the assets in the balance sheet, since it is é 
to be shown as a reduction in the amount of the long- 
term liability. 
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(180) 


(181) 


1. Examine accounting evidence supporting the 
charges to the unapplied payments on long-term 
debt account. 


2. Determine that the unapplied payments are as- 
sociated with the specific notes designated by 
the borrower, if such designation was made by 
board resolution at the time cf payment. 


3. Reconcile the balance of the account with the 
last billing statement received fran REA which 
will show the amount of the "Cushion of Credit" 
available. 


DEFERRED DEBITS 


Deferred debits include charges for items or services 
which have been received by the borrower but the bene- 
fits of which can be expected to extend into subsequent 
accounting periods, charges for which final accounting 
disposition has not been determined, and extraordinary 
or unusual expenses which are being amortized over fu- 
ture accounting periods. The auditing procedures to be 
followed in verification of accounts of this type are 
similar. Primarily, it is the auditor’s duty to deter- 
mine accuracy and propriety of account balances as of 
the audit date. 


Verification of Accounting Records. 


1. Examine the borrower’s schedule of deferred items 
to determine the accuracy of amortization calcu- 
lations of deferred debits. 

9 

2. Test charges to the deferred debits accounts to 
determine that such charges are properly grouped 
into appropr#ate accounts and actually represent 
expenses or charges which should be deferred. 


3. Investigate the borrower’s policy with respect 
to deferring charges and expenses and determine 
if this policy is consistently applied. Par- 
ticular attention should be given to borrower’s 
handling of deferred charges as of the date of 
the beginning of the current audit period to de- 
termine if it is consistent with the method of 
handling such charges as of the closing date of 
the current audit period. 
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(182) Ver1f1cation of Account Balances. ' € 


1. When required, prepare schedules of unamortized 
balances of the deferred debits accounts. State 
on each schedule the extent of detailed veri- 
fication-made by the auditor. 


2. Verify the accuracy and propriety of balances 
shown in the déferred debits accounts. 


3. Test the borrower’s amortization schedules and 
methods used by the borrower in arriving at the 
balance shown in the accounts. 


UTILITY PLANT 


(183) The utility plant of a borrower consists of all prop- 
erty of tangible or intangible nature devoted to util- 
ity service. This comprises classified electric plant 
in service, construction work in progress, electric 
plant acquisition adjustment, unclassified plant in 
service, and other electric and utility plant accounts. 
The classified electric plant in service may be further 
divided into Intangible Plant, Production Plant, esate « 
mission Plant, Distribution Plant and General Plant. = 


(184) The auditor’s approach to the verification of utility 
plant accounts should be undertaken with the full 
realization that these accounts comprise from 80 to 90 
percent of the total assets of an electric cooperative. 
The auditor must at all times realize that he is re- 
sponsible for the verification of charges and credits 
affecting the utility plant accounts. He mst also be 
on his guard against improper entries and be alert to 
detect any sign of such impropriety. 


(185) Charges and credits, reflecting additions and retire- 
ments or adjustments thereof to the production, trans- 
mission and distribution plant accounts, generally 
arise from contract inventories or force account in- 
ventories, the latter comprising summaries of con- 
struction work orders and retirement work orders. There 
are some exceptions, however, and in those instances, 
invoices and other accounting evidence will be the basis 
for additions to the plant accounts. It is the respon- 
sibility of the auditor to determine that changes in the 
plant accounts are supported by the proper type of ac- = 
counting documents. He must verify the accuracy and € 
authenticity of such documents. However, it 1s a rec- 
ognized fact that verification of the physical existence 
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(186) 


(188) 


(189) 


of a section of electric line or extension, completed 
by contract or by force account, does not rest upon the 
REA auditor. Properly prepared and certified inven- 
tories should be accepted as proof of the physical ex- 
istence of property shown thereon. The auditor should 
exercise ordinary precaution in the verification of 
actual receipt of property for additions which are sup- 
ported by invoices, vouchers, or other documents. 


In verifying the changes in the utility plant accounts 
for the period under review, the auditor should, under 
normal conditions, presume that the accounts have been 
properly audited during the preceding audit. There - 
fore, the auditor should generally confine his examina- 
tion to the changes which have occurred during the pe- 
riod covered by his audit. 


In the following verification procedure, it will be 
noted that some steps appear to overlap others. The 
auditor should bear in mind that certain verifications 
are inter-related to various accounts and such verifi- 
cations should be used in the examination of all related 
accounts. In some cases, these overlapping procedures 
have been repeated in the various audit procedure steps 
to which they apply to show how the verificavions ties 
in to the accounts affected. 


Verification of Accounting Records. The verification 
of accounting records involves an examination of pro- 
cedures being followed by the borrower. The auditor 
mist determine the adequacy of the procedures to pro- 
vide for good accounting records. 


1. Examine the records supporting additions and re- 
tirements to the utility plant accounts to de- 


termine that all supporting documents are pre- 
served. 


9, Examine the accounting methods to ascertain that 
the additions and retirements are properly re- 
corded in the financial accounting records. 


co 


Examine the work order method used by the bor- 
rower to determine extent of borrower’s adher- 
ence to REA manua] for work order procedure. 


Verification of Account Balances. Nearly all additions 


and retirements to the electric plant originate in work 
in progress accounts and are transferred to the plant 
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accounts on the basis of certain specified accounting 
documents mentioned in the first part of this section. 
Therefore, the auditor is concerned with examination 
of charges going into the work in progress accounts and 
of documents supporting transfers from the clearing 
accounts to the plant accounts, and verification of 
balances remaining in these clearing accounts. In 
addition, he is also concerned with verification of 
those additions which are recorded in electric plant 
accounts direct from disbursements supported by in- 
voices. 


(190) The procedure set forth here will cover all the dif- 
ferent general phases to be considered in the examina- 
tion of the accounts affected. The auditor should 
carefully note that some schedules or analyses often 
serve as supporting working papers for several accounts. 
In no event should the auditor copy details from one 
schedule to another when reference to one detailed 
schedule will serve the same purpose. The auditor 
should always be alert to any possible eliminations of 
duplication and to the possibilities in extensive 
utilization of schedules or analyses which show the 
results of his examination. 


1. Verify, in detail, the accuracy of charges to 
the construction work in progress account for 
contract construction and for work orders or 
final inventory covering force account construc- 
tion for the test period coincident with the 
period for which other accounting records were 
tested in detail. The auditor should examine 
the original accounting evidence supporting 
these charges and trace them through the work 
in progress subsidiary records into the general 
ledger control account. Prepare a schedule 
stating the method and the result of this de- 
tailed verification of basic records. 


2. Obtain the borrower’s schedule of approved work 
orders which serve as the basis for distribution 
of such work orders to the electric plant ac- 
counts. Test-check the original approved work 
orders against this schedule to determine ac- 
curacy of distribution of construction units to 
the proper plant accounts, Determine that re- 
tirements, made in connection with construction 
as indicated on the work orders, are covered by 
a related retirement work order and, if not, 
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obtain explanation from the borrower. 


Verify the balance in the work in progress ac- 
count from the borrower’s work order or force 
account cost sheets. When the borrower does not 
maintain an adequate procedure for accounting 
for these costs, the borrower’s personnel should 
be requested to prepare an analysis of the 
charges and credits to the construction work in 
progress account for work orders and force ac- 
count construction. After showing al] audit ad- 
justments on this analysis, the balance shown on 
the schedule will support the balance in the ac- 
count. 


When required, prepare a summary of all charges 
and credits to the construction work in progress 
account in connection with contract construction 
which originated from general funds and from REA 
construction fund during the period under audit. 
The analysis should show the allocation of 
charges as to prime or overhead cost and specific 
classification of overhead cost. 


Prepare a schedule supporting distribution of any 
approved inventories for either contract or force 
account construction. Show allocation of prime 
costs of assembly units, as sucmarized in inven- 
tories, to the proper electric plant accounts. 
Summarize overhead costs and indicate method and 
basis for allocation of such costs to prime 
costs. Prepare audit journal entries to effect 
the distribution of the inventories to the elec- 
tric plant accounts. 


Determine that all construction costs represent- 
ing unclassified electric plant in service, con- 
pleted by contract, force account, or work 
orders, have been transferred from the construc- 
tion work in progress accounts to the unclassi- 
fied electric plant in service account. 


Request the borrower to prepare a schedule of 
work orders which have not been approved by REA, 
showing work order number and amount involved. 
This schedule should also show any contract or 
force account construction costs, for which no 
final approved inventory is available, and which 
represent completed electric plant in service. 
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10. 


ll. 


12. 


The total of this schedule should be in agree- 
ment with the balance in the unclassified elec- 
tric plant in service account. 


Varify accuracy of retirements of electric 
plant. Request the borrower to prepare a sched- 
ule of retirement work orders and indicate, 
thereon, those that were verified by the audi- 
tor. This working paper can be prepared from 
the summaries of the retirement schedule prepared 
by the borrower, if the auditor finds the bor- 
rower’s schedule accurate. The auditor should 
note that retirements shown on this schedule 
will adequately support the retirements shown 

on the analyses of the plant accounts affected. 
The auditor should not copy the detail of this 
schedule on his analyses of the plant accounts 
affected. Reference to the retirement schedule 
will be sufficient. 


Prepare analysis for each electric plant account 
which shows a change during the audit period. 
These changes may be made through one or more 

of the foregoing transfers or they may arise 
directly from original transactions supported by 
original accounting evidence. The auditor 
should make full use of the related schedules 

in preparing his working papers for these ac- 
counts. 


Prepare analysis of the changes in the intangible 
plant accounts for the period under audit. The 
original accounting records should be examined 

to determine accuracy and propriety of all 
charges or credits made during the period. De- 
termine whether the borrower is following REA 
procedure with respect to amortization of in- 
tangibles. 


Examine vouchers and supporting accounting rec- 
ords to verify cost of land or structures and 
improvements during the current audit period. 
Separate the cost of land from the cost of 
structures and improvements. Mortgages and 
other items siiould be verified by the auditor. 


Obtain the borrower’s schedules of general plant 
property which is subject to depreciation. Test 
a portion of the items shown thereon by physical 


C 


PAR. 
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14. 


live 


16. 


examination to verify actual existence thereof. 
Test-check additions made during the period 
covered in the audit by examination of the orig- 
inal accounting records supporting the ledger 
entries. The detailed examination of one month’ s 
transactions should represent a major portion of 
this test-check, depending on the additions to 
this account during the test period. Examine all 
entries reflecting retirements of general plant 
property through sales or other service loss and 
determine that such entries are accurate and 
proper. Prepare the required schedules of gen- 
eral plant property. 


Obtain from the borrower the normal inventory of 
general plant items which are not subject to 
depreciation. Test-check a portion of the in- 
ventory by physical examination of items listed. 
Examine accounting procedure to determine that 
the borrower is following the prescribed methods 
in maintaining these accounts. ‘The auditor 
should include the inventory lists, prepared by 
the borrower, preferably in his audit working 
papers. Any difference between the value of the 
physical inventory and the general ledger ac- 
count should be adjusted. 


Check propriety of entries made during the audit 
period to the electric plant purchased account. 
Prepare an analysis of this account. If an ap- 
proved inventory is available, prepare a sched- 
ule showing distribution of this inventory to the 
plant accounts in support of the audit journal 
entry to effect this distribution. Determine the 
amount of the acquisition adjustment and estab- 
lish the verified amount in the proper account. 


Prepare an analysis in summary form of the ac- 
quisition account. Test the calculations for 
amortization and determine that amortization 
rates have been prcperly approved. 


Verify depreciation calculations for electric 
plant and prepare schedules for the audit work- 
ing papers. Also show thereon the reconciliation 
of the reserve for depreciation of electric plant. 
The depreciation for general plant property which 
*s subject to depreciation, and the reconciliation 
of the related reserves can be shown on the work- 
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(191) 


(192) 


(193) 


94 


ing papers for the general plant property ac- Cc 


counts. Depreciation charges shown on these 
schedules should be reconciled to the corre- 
sponding expense accounts. 


17. When required, prepare a summary of changes in 
utility plant which will show the balance of 
each utility plant account at the beginning of 
the audit period, a summary of changes for plant 
additions, retirements and reclassifications 
during the audit period, and the balances as of 
the close of the current audit period. The 
balance at the beginning of the audit period 
should agree with the auditor’s working trial 
balance of the previous audit. 


Special Considerations. Inasmuch as the utility plant 
accounts refléct the value of the security for the 
Government loan, it is important that various phases of 
these records and supporting documents should be fully 
understood. 


Distribution of Inventories. The final approved docu- c 


ments which support original entries for additions to 
the electric plant accounts, built by contractor and 
force account construction, are known as inventories 
and final construction work orders or inventories of 
work orders. These documents contain summaries of 
units installed, segregated by assembly unit designa- 
tions, and show the unit cost for each type of assembly. 
This same basic information is shown on all inventories 
or work orders. The form of presentation varies be- 
tween a contract inventory and a work order inventory 
since the basic accounting records supporting these 
documents are essentially different. In order for the 
auditor to understand clearly his responsibility and 
duty with reference to distribution of inventories, the 
special characteristics of each type of document and 
general proccdure for distribution are set forth in the 
paragraphs following each classification. 


Contract Inventories. The basic records supporting con- 
tract inventories are the vouchers and receipted con- 
tractor’s invoices. These invoices, detailing the as- 
sembly units constructed for which payment is made, 

must be approved by the borrower’s engineer as to quan- 
tities and compliance with specifications outlined in 
the construction contract. The final inventory for a 
contract is a recapitulation of all assembly units in- 
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(195) 


(196) 


(197) 


stalled by the contractor, which is, in effect, a sum- 
mary of all invoices for assembly units installed. It 
is certified or approved as to quantities, unit prices 
and extensions before it is transmitted to the auditor 
for distribution on the borrower’s records. 


Prime Costs. The final approved inventories represent 
a prime cost of construction. Prime costs of con- 
struction may also include such equipment as meters, 
transformers and installatioh costs of these units when 
the borrower makes the installation on a section con- 
structed by contract. -In such cases, the final inven- 
tory will not include the equipment installed by the 
borrower, yet the cost of such equipment and installa- 
tion costs are a part of the prime costs. 


For the purpose of distributing contract inventories, 
the auditor should consider "prime costs" to be those 
costs which are stated in terms of specific assembly 
units installed at a unit cost and extended to the total 
cost of the aggregate units installed. 

Overhead Costs. The second element of cost involved in 
construction is the overhead applicable to a particular 
section, constructed by force account or under contract. 
In constructing the original section, before commence- 
ment of operation, practically all general costs may be 
considered as overhead construction costs. However, 
only those costs which are directly incident to con- 
struction may be considered as construction costs when 
the borrower is in the operating stage. 


Overhead costs may consist of the following, when ap- 


plicable: 
1. Interest during construction. 
2. Legal fees and expenses (See SL-9 and 13). 
3. Engineering Fees, contract and force account. 
4. Final inspection fees. 


9. Supervision, manager’s allocated time and ex- 
penses. 


6. General office salaries and expenses. 


7. Transportation expense. 
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8. Insurance and Taxes. 


Oo 


9. Duirector’s fees. 
10. Pole numbering. 


11. Other related overhead costs. 


(198) Overhead costs are classified into two separate groups, 


(199) 
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direct and indirect. Those overhead costs, such as 
pole numbering, which can be definitely assigned to a 
particular assembly unit or group of units, classifi- 
able under a single electric plant account, as shown 
on the final inventory, are known as direct overhead 
costs. The second group, known as indirect overhead 
costs, represent those costs which cannot be definitely 
allocated to any particular account, but apply to all 
assembly units constructed on a particular section or 
job. 


Indirect overhead costs should be allocated on. an ac- 

tual percentage basis which the total of these indirect 
overhead costs bear to the total amount of the prime 

costs. This percentage is determined by dividing the ‘< 
total of indirect costs by the total of prime costs, of “ 
the inventory of the section to be distributed.’ This 
percentage is then applied to the prime costs appli- 

cable. For example, assume that a final inventory of | 
assembly units totals $100,000.00 and that meters in- 
stalled by the borrower (including installation cost) 

total $5,000.00, making a grand total of $105,000.00; 

also, that the total indirect overhead costs amount 

to $12,600.00; $12,600.00 + $105,000.00 = 12%. As- 

suming further that the assembly units are distributed 

to the classified plant accounts and the percentage of 
indirect overhead costs is applied to each plant ac- 

count, we arrive at the following: 


Account 350] $ 5,000.00 {$ 600.00 | 12 
Account 352} 15,000.00 1,800.00 
Account 354} 40,000.00 4,800.00 
Account 355] 25,000.00 3,000.00 
Account 358} 10,000.00 1,200.00 


Account 359 5,000.00 600.00 
Account 360 5,000.00 600. 00 


12 
qetais _fs10s00.00 [sia,<q0.00 | 
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It is the responsibility of the auditor to determine 
the overhead construction cost percentage for all in- 
ventories distributed by him, and to verify this per- 
centage if the borrower has distributed inventories. 


Direct overhead costs, if any, such as pole numbering, 
should be allocated directly to the accounts to which 
they apply. This will result in an increased per- 
centage of overhead for the particular account which 
should be taken into consideration when retirements of 
units from the particular accounts affected are made. 


Combination Inventories. When a borrower furnished 
material or labor, the final inventory may be presented 
in two or more parts. The construction completed by 
the contractor will be shown as the labor cost, if his 
contract covers labor only, and will represent one part 
of the final inventory tobe distributed. The borrower’ s 
portion of the construction, that is, the materials 
furnished to the contractor for instance, will form a 
complementary document to provide the complete inven- 
tory of units installed. 


The auditor should always determine that all invento- 
ries are distributed to the plant accounts on the basis 
of assembly units installed so that retirement costs 
can be quickly calculated when such property is even- 
tually retired from the classified plant accounts. If 
it is necessary for the auditor to consolidate two or 
more documents into one, for the purpose of distribut- 
ing to the plant accounts, a working paper schedule 
must be prepared setting forth the method used and the 
detail of the consolidation. The borrower’s personnel 
should make a copy of such working papers and retain 
them in the office files for future reference. 


Construction Work Order Inventories. Construction work 
completed by force account comprises such work carried 


on by the borrower whereby the borrower furnished ma- 


terial, labor, supervision and other overhead in con- 
struction or additions to electric plant. 


All such construction work involving small extensions 
should be supported by individual work order cost 
sheets and when the work is completed, the details 
thereof must be included in the consolidated work 
order summaries entitled--"Inventory of Construction 
Work Orders." The method of maintaining these work 
order sheets and of preparing the inventories will not 
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(208) 


(209) 


be stated here as complete instructions are included 
in the "Manual of Work Order Procedure and Related G 
Instructions in Force Account Construction." The 

auditor is expected to have complete knowledge of this 
procedure. 


The preparation of the individual work order cost sheet 
involves the proper allocation of the overhead costs 
based on a monthly percentage of the total of other 
costs to the total direct labor costs. The "Inventory 
of Construction Work Orders" is prepared on the basis 
of the standard costs of the units of assemblies in- 
stalled, and.adjusted to the actual costs. These mat- 
ters are fully covered in the aforementioned manual. 


oo 


The principles involved in accounting for this type of 
construction are similar whether a section of line 
covered by a specific allocation is constructed by 

force account, generally supported by one final in- 
ventory of force account construction for the entire 
section, or a number of small taps are constructed by 
force account, generally supported by a series of work 
order inventories. It is recommended, however, that 
each large project or section constructed by force es 
account be accounted for in a separate subaccount of é 
100.32. It can be treated as one large work order when ~ 
applying the instructions contained in the "Manual of 
Work Order Procedure." 


Retirement Work Order Inventories. Retirements con- 
sist of dismantling or removing from service any units 
or assemblies of the electric plant previously con- 
structed by contract or by force account. ‘The retire- 
ments should be recorded on aretirement work order cost 
sheet showing the value of material returned to stock, 
the labor and overhead cost of the removals, and the 
original installation cost, including overhead, of the 
units retired. Upon completion of the retirement 
work, these items are included on the "Inventory of 
Retirement Work Orders." 


The proper accounting for retirements is discussed in 
the REA "Uniform System of Accounts" and also in the 
"Manual of Work Order Procedure and Related Instruc- 
tions on Force Account Construction." The auditor 
mist be thoroughly familiar with the instructions con- 
tained therein. 


¢ 


(210) The auditor should ascertain whether or not the bor- ~— 
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(213) 


rower is recording retirements when indicated in con- 
nection with construction work orders, and should de- 
termine whether replacements of units of property are 
being erroneously charged to maintenance. By reference 
to materials transactions involving poles, for instance, 
which are units of property, the audit should establish 


the propriety of any charges to maintenance involving 
poles. 


Auditing Cost Records. The maintenance of proper work 
order cost sheets is essential to proper accounting for 
additions to and retirements of the utility plant. 
These cost records must tie in with the financial ac- 
counting records and be supported by these records. 

Any system of accounting for construction cost which 
does not provide this feature is inadequate and should 
be replaced with an acceptable cost system. 


The complete tie-in of cost records with accounting 
records includes the charging of labor, materials and 
overhead costs to the work-in-progress accounts on an 
actual cost basis, and the transfer of these charges 
from the clearing accounts to the utility plant ac- 
counts on an assembly unit basis at actual cost. REA 
procedure for work order construction provides these 
safeguards for propriety of all charges and credits to 
the clearing accounts. 


Some of the most common deviations from sound accounting 
for work order or force account construction are: the 
practice of charging labor at an arbitrary rate per 
hour for an estimated number of hours; the practice of 
charging materials out on the basis of a nut and bolt 
inventory of the line constructed after these materials 
are in place; pricing the materials at an arbitrary 
unit cost; allocation of overhead costs on an arbitrary 
basis without regard to the proper time-applied basis 
of allocation; the practice of calculating cost of as- 
sembly units installed on some predetermined basis, 
such as prior contracts costs per unit, without regard 
to the true cost; and transfer of these arbitrary costs 
from the work-in-progress accounts to the utility plant 
accounts. Such accounting malpractices should be con- 
demned since they would make the records worthless and 
misleading. Sound accounting procedures must always be 
insisted upon by the auditor. 


(214) An adequate cost procedure with reference to work order 


construction provides accurate distribution of payrolls 
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on the basis of time applied to each activity and 
proper maintenance of subsidiary records supporting 
the distribution of these payrolls, charging materials 
to specific jobs when such materials are withdrawn 
from stock and maintenance of accurate perpetual in- 
ventory records, allocation of overheads on a reason- 
able basis representing a consistent application of 
the time-applied principle, maintenance of detailed 
cost records for each job constructed, and reconcilia- 
tion of clearing accounts periodically with the indi- 
vidual job cost sheets. , 


The extent of the detailed checking which will be 
necessary in the verification of construction costs 
will depend on the extent to which cost records are 
tied in with the financial account records. Therefore, 
the auditor should study the cost procedure used by the 
borrower to determine its adequacy and accuracy. 


Donations in Aid of Construction. The instructions 
contained in the Uniform System of Accounts prescribed 
for REA electric cooperatives state that the plant ac- 
counts must be maintained on the basis of the original 
cost to the person first devoting the property to 
public utility service, plus the actual cost of the 
property constructed by the cooperative, less the 
original cost or the actual cost, or part of both, of 
the property retired from plant. 


In connection with acquisition or construction, advances 


may, be received in cash, services or property as pay- 
ments toward the cost of the plant. This advance may 
be of a temporary nature whereby certain allowances are 
deducted from energy bills, refunds are made upon com- 
pletion of construction, or other arrangements made for 
its return. If all or part of this advance is of a 
temporary nature, it must be credited.to a deferred 
credit account (a/c 241) as "Consumer’s Advances for 
Construction." When the nonrefundable balance has been 
determined, and the construction has been completed, 

it shall be transferred to the account "Contributions 
in Aid of Construction" (a/c 265.1), if the accounting 
for the contributions is reflected through the use of 
that account, or to the account "Donations in Aid of 
Construction--Credit" (a/c 393), if such treatment is 
not prohibited by state or other regulatory authority. 


In computing depreciation, the cost of properties for 
which the contribution was made is included in the 
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plant accounts. As depreciation must be recorded with 
reference to the net investment of the cooperative, it 
is necessary to deduct from the depreciation ‘computed 
on gross plant the amount of depreciation on balances 
in Account 393, computed at rates used for the class of 
property associated with the contribution. It is, 
therefore, necessary that the details of the amounts 
credited to this account be maintained by the borrower 
in such a way that the plant accounts to which they 
pertain are ascertainable. It will be the duty of the 
auditor to see that this is done and he must verify the 
correctness of the items included therein. The auditor 
must include among his audit working papers an analysis 
of this account and show the breakdown relating to the 
plant accounts affected. 


LONG-TERM D2BT 


Generally defined, liabilities arising from contractual 
obligations which are payable in a period more than one 
year from the date of their assumption are considered 
long-term debt. In most cases, the REA loans represent 
the major items in this classification. These consist 
of advances made by the Rural Electrification Adminis- 
tration for the construction of rural power facilities 
and advances made for installation loans, that is, 
funds loaned to the borrower for relending to members 
for installation of wiring, plumbing and appliances. 


The first step leading to the establishment of a long- 
term obligation by REA, is an allocation of funds based 
on the loan contract and mortgage. The next step is the 
recording of notes executed by the borrower against the 
allocation set up by the loan contract. Ordinarily, 

the full amount of the notes is not advanced to the 
borrower at one time but funds are requisitioned as 
needed. The accounting system, therefore, provides an 
account indicating the funds which have not been ad- 
vanced to the borrower. Payments made by the borrower 
in advance of the terms of the notes are known as 
"Unapplied Payments" on long-term debt and are sometimes 
referred to as a "Cushion of Credit." Payments made in 
accordance with the established amortization schedules 
also affect the net long-term obligation outstanding. 
The various accounts reflecting these transactions 


determine the outstanding principal of the REA obliga- 
tion. 


The terms of the notes also provide for accumulating 
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interest on the outstanding principal for a stipulated e 
period and deferring payment of this interest. The 

total of the accumulating deferred interest less the 
installments matured, paid or unpaid, represents a part 

of the outstanding long-term obligation to REA and the 

net balance thereof should be added to the outstanding 
principal of the REA notes. 


It is possible for a borrower to have an outstanding 
long-term obligation with persons or firms other than 
REA. When such obligations are found to exist, the 
auditor should also include the amount due according to 
the notes or contracts evidencing such indebtedness, in 
this classification of the balance sheet. Notes pay- 
able which are not due within one year should be con- 
sidered as part of the long-term debt. 


Verification of Accounting Records. 


1. Test the borrower’s procedure in checking ac- 
curacy of interest statements. The auditor 
should ascertain whether they are checked but, 
if not, the borrower should be requested todo ¢- 
so. Comment thereon in working papers. bs 
2. Test the procedure used in recording the esti- 
mated interest accruals monthly and reconcilia- 
tion of the accounts with the quarterly billings. 


3. Test accuracy of subsidiary accounts or records 
supporting long-term debt transactions. 


4. Examine filing procedure with reference to pre- 
servation and safeguarding of all loan documents 
and interest and principal statements. 


5. Examine borrower’s recording of advances from 
REA to determine adequacy with reference to 
recording the date of issue of REA checks as well 
as date of deposit. 


6. Examine borrower’s procedure with respect to 
proper approval of long-term indebtedness to 
persons or firms other than REA. 


Verification of Account Balances. 


1. Reconcile borrower’s records with REA ia @ 
of interest and principal and verify propriety 
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of interest accrual as of the audit date. Pre- 
pare schedule. 


2. Determine that all notes signed by the borrower 
have been recorded on the books. 


3. Determine if interest accruals or maturities and 
principal maturities are properly recorded on 
the borrower’s books for the period covered by 
the audit. 


4. Determine that all matured long-term debt un- 
paid, for both interest and principal, is prop- 
erly recorded as current liabilities. 


9. When the REA loan is secured by revenue bonds, 
determine that the sinking fund provisions of 
such bonds are being complied with. 


6. Reconcile amounts credited to accrued interest 
for monthly interest charges with the appropri- 
ate expense account. 


NOTES 


Although it is not the common practice of a typical 
REA- financed cooperative to borrow funds from sources 
other than the Rural Electrification Administration, 
in some instances a borrower will negotiate a short- 
term loan to carry on its operations. For balance 
sheet purposes, the auditor should consider notes or 
loans maturing within one year as short-term obliga- 
tions. 


The existence of any short-term obligation will be 
brought to light in the course of an examination of 
other accounting records. The auditor should care- 
fully watch for approval of any short-term loans by 
the board of directors when he reviews the minutes of 
their meetings. 


It is the auditor’s reponsibility to see that any 
short-term obligations are correctly stated on the bor- 
rower’s records and to determine within reasonable 
limits by ordinary audit procedure that all such 
liabilities are reflected on the borrower's books. 


Verification of Accounting Records. 


1. Test accuracy of footings of the individual ac- 
counts in the subsidiary notes payable records. 
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2. Examine the records to determine whether any @ 
notes have been fully paid during the period al 
covered by the audit, and ascertain by physical 
examination of the paid notes that proper dis- 
position of them has been made. 


3. Scrutinize all payments made on notes for the 
last few days before the close of the audit 
period for which the checks have not cleared the 
bank before the close of the period. 


4. Examine all notes payable to determine that the 
cash, materials, or merchandise received, or 
services rendered were bona fide transactions 
arising in the normal course of business and 
were for the exclusive benefit of the borrower. 


Verification of Account Balances. 


1. Obtain the trial balance of the notes payable 
subsidiary record from the borrower. Check the 
individual items appearing on the trial balance 
into the subsidiary record. Prepare schedule. 


2. Check the footings of the notes payable trial 
balance and compare the total thereof with the 
control account balance, and reconcile. 


3. Show those amounts which have matured and remain 
unpaid separately on the balance sheet, properly 
designated as matured, unpaid obligations. 

4. Confirm outstanding balances as of date of audit 
and the details of the collateral given, if any. 


ACCOUNTS PAYAPLE 


Accounts payable are those obligations incurred by the 
borrower which are not evidenced by formal promissory 
documents. This class of liability 1s considered cur- 
rent since the extens*°on of credit on open accounts 1s 
usually limited to a short period of time, ordinarily 
on a month-to-month basis. 


The auditor should carefully examine the system of in-@ 
ternal control exercised by the borrower over accounts ~ 
payable transactions. The adequacy of this internal 
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check will largely govern the amount of detailed 
detailed checking necessary for the auditor to perform. 
An acceptable internal control system will provide: 


In 


All entries to the accounts payable ledgers will 
be made from original accounting records and 
will be approved by a responsible employee, 
other than the person charged with making such 
entries. 


All payments on accounts payable will be approved 
on the basis of invoices. The original invoice 
must be presented with the check for signature 
when any payments are made. 


Every invoice recorded in accounts payable will 
be approved by an employee responsible for re- 
ceipt of goods or services for the borrower. 
Such goods or services should be for the exclus- 
ive benefit of the borrower. 


Monthly statements from creditors will be re- 
conciled with the individual account in the ac- 
counts payable subsidiary ledger and such re- 
conciliation should be reviewed by a responsible 
employee. 


The subsidiary records will be reconciled at the 
close of each month with the control account. 


The accounting disposition of liabilities aris- 
ing from invoiced transactions will be noted on 
that invoice. If credited to accounts payable 
the invoice will be so marked. When the in- 
voice is eventually paid, the check number and 
date of payment will be recorded on the original 
and all copies of the invoice. This is par- 
ticularly important when a borrower pays some 
invoices currently as received, and records some 
invoices as accounts payable. 


Control will be maintained over materials re- 
turned to suppliers in a manner to provide ac- 
curate accounting for all credits arising from 
these returns. The procedure will provide a 
follow-up on all return transactions from the 
shipping of the materials returned to the entry 
of the credit memorandum or deposit of the re- 
funding check. All checks received from 
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* suppliers as refunds mst be deposited in the YY 
bank. 


8. If a check is drawn covering an invoice already 
paid, or if the check is returned by the sup- 
plier, such returned checks must be voided and 
filed with other paid checks. 


(232) Verification of Accounting Records. 


1. Test the footings of a portion of the individual 
accounts in the subsidiary ledger. 


2. lest the borrower’s procedure with respect to 
proper approval of entries in the account. 


3. Examine all payments made to creditors during 
the month ‘immediately following the close of the 
audit period. Trace all payments back to the 
accounts payable list as of the audit date to 
determine that all these liabilities are included 
in the accounts payable as of the audit date. 


(233) Verification of Account Balances. e 


1. Obtain the trial balance of the accounts payable 
subsidiary ledgers from the borrower. Foot the 
trial balance and compare the total with the 
total of the control account. 


2. Check individual items appearing on the trial 
balance into the subsidiary ledger accounts. 


3. Check individual account balances with the 
statements rendered by the creditor. 


4. Determine that all accounts payable to officers 
and employees are segregated and not included 
with those payable to trade creditors. 


5. Investigate all debit balances in accounts pay- 
able. Determine that such debit balances 
actually represent materials returned to sup- 
pliers or consist of overpayments to creditors. 
If there are no liabilities due these creditors, 
such debit balances should not be deducted. from 
the total credit of the accounts payable, but 4 
should be shown on the balance sheet as accounts € 
receivable due from suppliers. 
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6. Credit memoranda received from vendors should be 
deducted from the amount due the respective sup- 
pliers. If the liability is less than the 
amount of the credit memorandum, the excess due 
from supplier should be shown on the balance 
sheet as accounts receivable due from supplier, 


7. Confirm the balances of the individual accounts, 
1f 1t 1s deemed necessary. 


8. Offset interfund accounts payable against inter- 
fund accounts receivable for balance sheet pur- 
poses. Such items should be covered by comments 
on the financial statements. 


9. Determine whether the borrower has pledged any 
assets with creditors as a guarantee for payment 
of open accounts payable. If so, confirmation 
should be obtained from the creditor. 


10. Prepare schedule for the audit working papers. 
MATURED INTEREST AND PRINCIPAL 


The terms of the REA loan contract provide for amorti- 
zation of the principal of the loan and for payment of 
interest on certain specified dates. When such payments 
are not made by the borrower in accordance with the loan 
contract, the amounts due become matured or delinquent. 
Matured principal is not a part of the long-term debt 
since it represents a current liability and should be 
shown in the current section of the balance sheet. 
Similarly, matured interest should be shown as a cur- 
rent liability and not as a part of the long-term debt 
or accrued interest. 


Verification of Accounting Records. 

1. The verification of the accounting records for 
matured interest and principal will be made in 
the course of verification of long-term debt 
accounting records. 

2. Determine that the borrower follows a procedure 
whereby unpaid interest and principal, due and 


payable, are recorded as matured. 


Verification of Account Balances. 
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1. When required, prepare a schedule of interest ¢ 
and principal statements which are due and un-. 
paid. 


2. Check total of this schedule with control ac- 
count and reconcile. 


CONSUMERS’ DEPOSITS 


Deposits made with the borrower by the consumers, as a 
guarantee for payment of energy charges, are included 

in this account. State laws vary as to restrictions 
placed on cash received as deposits. Some state stat- 
utes provide for the segregation of this cash from 
general cash and restrict the borrower’s use of such 
cash to the fepayment of deposits or application to 
energy accounts. Other states require that a certain 
percentage of the total deposit cash be kept liquid and 
no restriction on the use of any cash over the required 
percentage. In the absence of any state regulation, the 
auditor should determine that a sufficient amount of 
cash received as deposits is kept in a liquid condition 
to meet current retirements of consumers’ deposits. : 
This account need not be founded unless required by é 
statute. 


Verification of Accdunting Records. 


1. Examine the borrower’s procedure with respect to 
periodic reconciliation of the consumers’ de- 
posits subsidiary ledgers with the control ac- 
counts. 


2. Determine whether the borrower is maintaining 
liquidity of cash received as deposits in ac- 
cordance with the laws of the state which has 
jurisdiction. 


3. Examine borrower’s procedure with respect to re- 
turn of deposits and application of deposits on 
disconnected consumers’ delinquent accounts. 
Particular attention should be given to the 
method by which the deposit is repaid, that is, 
by cash or by check. 


Verification of Account Balances. 


1. Obtain the borrower’s trial balance of the md © 


sidiary ledger of the consumers’ deposit ac- 
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counts. 


Check the individual items on the trial balance 
into the subsidiary ledgers. If the volume of 
deposits is large, a test-check of the individual 
items is satisfactory. 


Foot the trial balance and reconcile the total 
thereof with the balance of the control account. 


When required, prepare schedule for audit working 
papers. 


ACCRUED LIABILITIES 


(240) Since the records of the borrowers must be maintained 
on an accrual basis in accordance with REA accounting 
procedure, the auditor will find it necessary to review 
the various accrual accounts representing the accrued 


liabilities of the borrower. 


The auditor must determine 


that the balance in each of the accounts substantially 
represents the correct amount which has accrued to date 
of the balance sheet. He must also determine that all 
items of expense which are applicable to the period 
under audit but are not payable as of the balance sheet 
date are properly recorded in the accrual accounts. 


(241) Verification of Accounting Records. 


1. 


The test-check made of the books of original 
entry will determine the propriety of methods 
followed by the borrower in account ing for ac- 
cruals and the accuracy of the records main- 
tained. 


Examination of the borrower’s records should be 
made to determine that a consistent practice 1s 
followed in accovnting for accruals. 


(242) Verification of Account Balances. The most important 
types of accrued liabilities are discussed briefly in 
the following paragraphs. 


(243) Taxes Accrued. 


Lt 


Determine that the amount shown as property 
taxes accrued applies to the period under audit 
by examination of tax assessments and tax bilis. 
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Verify the computation of the amount accrued € 
for property taxes. If taxes for the period hoe 
immediately preceding the date of audit are not 

due and payable, the amount of taxes paid in the 
previous year would be used as a guide for the 
calculation of the amount accrued. 


3. Verify the amounts accrued for Federal old age 
benefit, Federal unemployment, and State unem- 
ployment taxes by computation of payments due, 
but unpaid, for each class of social security 
tax, based on total payroll for the months a) 
covered since the last tax payment. 


4. Tie-in tax accruals to the expense accounts af- 
fected. 


(244) Interest Accrued. The verification of this account 
balance is accomplished in the review of long-term debt 
transactions and verification of balances in the re- 
lated long-term debt accounts. The important points to 
be covered are: 


1. Determine that this account balance reflects © 
only the interest which has accrued since the 
last billing date. 


2. Interest which accrued prior to the last billing 
date but was not paid when due, should be trans- 
ferred from this ‘account and set up in the 
matured interest account. 


3. Reconcile the book balance of this account with 
the amount of interest accrued but not payable 
as of the date of the audit. 


(245) Accrued Rentals. This account shall provide for the ac- 
cruals of rentals of property of others, including the 
unpaid amounts due for pole attachments. 


1. Rental agreements should be examined in support 
of the accruals set up in this account. 


2. The auditor should verify the amount accrued 
under each contract. 
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1. Verify the balance in the account by reconciling 
the total amount withheld from employees since 
the last remittance to the Collector of Internal 
Revenue, as shown by the payroll records, with 
the balance shown in the account, 


2. Test-check the borrower’s application of with- 
holding tax procedure to determine compliance 
with established regulations. 


Accrued Payrcil. Accrued payroll consists of the sal- 
aries and wages earned by the employee as of the audit 
date but not due and payable until a subsequent date. 
These accruals are usually found in those cases in 
which the payrol] is on a weekly basis or other periods 
which do not end with the close of the calendar month, 
Monthly or semimonthly payroll periods wil], in most 
cases, coincide with the balance sheet date. 


1. Determine that the account balance represents 
salaries which have actually accrued but were 
not due or payable as of audit date, 


2. Determine that amounts payable to employees for 
past payroll periods are included with accounts 
payable and are not shown as accrued payrolls. 


Accrued Insurance. The items included under this cap - 
tion represent the excess of the earned insurance 

premiums over the amounts of premiums advanced, ‘his 
account 1s used, principally, with workmen's compensa- 
tion insurance and general public liability insurance, 


]. The examination of accruals for insurance pre- 
miums should be made in conjunction with the 
examination of insurance prepayments. 


2. The auditor should verify the computation of in- 
surance premiums accrued as of the audit date. 
and should show the verified amounts on the 
prepaid insurance schedule. 


DEFERRED) CREDITS 


Deferred credits are items which represent cash or its 
equivalent received by the borrower in payuent for 
services, materials or property which have not been 
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rendered, delivered, constructed or conveyed, at the 
balance sheet date; items for which final accounting 
disposition has not been determined; and items which 
are applicable to future accounting periods. ‘he au- 
ditor is responsible for verifying accuracy of the 
balances reflected in these accounts as of the balance 
sheet date. 


Verification cf Accounting Records. 


1. Examine the borrower's schedule of deferred 
credits to determine the propriety of amortiza- 
tion bases and amounts for each type of deferred 
credit. 


2. Examine the borrower’s procedure in accounting 
for deferred credits and consistency of appli- 
cation of the procedure. 


Verification of Account Balances. While the verifica- 
tion for deferred credit account balances is generally 
the same for all accounts of this classification, the 
special points involved in two of the major accounts 
are presented under their respective account titles in 
the following paragraphs. 


Consumers’ Advances for Construction. The balance in 
this account should represent cash, material or serv- 
ices contributed for construction purposes, provided 

that such contributions are refundable in whole or in 
part at some future date. 


1. Verify the borrower’s trial balance of the sub- 
sidiary records for consumers’ advances for 
construction by checking the open items into 
the records, by footing trial balance and check- 
ing the total thereof with balance of the con- 
trol account. 


2. Examine the basic accounting evidence to estab- 
lish propriety of such balances. Contracts, 
applications for service and correspondence 
should be examined in this connection to deter- 
mine whether the contributions are refundable. 


3.. Verify that the cash, or equivalent, received 
from the consumer as a contribution, has been 
properly entered in the borrower’s accounts. 
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Determine that any advances for completed con- 
struction, which are not refundable to the con- 
sumer under the terms of the agreement covering 
such contributions, are transferred to the 
proper account. 


(253) Consumers! Energy Prepayment. The amounts includible 
herein are those which represent advance payments made 


by consumers to be applied to future energy billings. 


Some consumers are served under contracts stipulating 
minimum annual charges and other consumers voluntarily 
make payments to cover several future energy billings. 


Both types of advance payments are to be recorded in 


this account classification. 


\. 


Obtain the borrower’s trial balance of the sub- 
sidiary records for consumers’ advance payments, 
check the individual items into the subsidiary 
ledger accounts, foot the trial balance and com- 
pare the total thereof with the general ledger 
control accounts. 


Verify the accuracy of individual balances by a 
test-check of the debits and credits in the 
accounts. 


Prepare schedule for audit working papers. 


Confirm the balances of individual accounts, if 
deemed necessary. 


CONTRIBUTIONS 


(254) Contributions received from consumers are usually for 
two purposes, | - Aiding construction, and 2 - Serv- 
icing of long-term debt. These are set up in separate 
accounts in the ledger and they should be shown in the 
balance sheet under a separate classification. [t is 
the auditor’s responsibility to verify the balance in 
these accounts. 


- (255) Verification of Accounting Records 


1. 


2) Pap 


Examine the borrower’s procedure with respect to 
maintenance of proper subsidiary records to sup- 
port the control accounts. 


Examine the borrower’s procedure with respect to 
accounting for noncash contributions to determine 
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that all such contributions have been properly e 
recorded and accounted for. | 


3. Determine that contributions representing com- 
pleted construction are properly accounted for 
on final construction work orders. 


4. Determine the procedure pertaining to the segre- 
gation of cash arising from the billings to con- 
sumers as "Amortization Charges" and for the 
remittances of the funds collected. 


(256) Vertfication ef Account Raiances. 


1. Analyze the account of amounts received in aid 
of construction to determine that all items 
represent contributions which are not refundable, 
in whole or in part. 


9. Ascertain whether the use of the account for do- 
nations in aid of construction is subject to 
supervision by any regulatory body in the State 
and, if so, what action has been taken, if any. 


3. Determine that the construction for which the C 
contribution was received has been completed and, 
if so, that the contribution not in excess of 
the cost has been transferred to the account 
"Donations in Aid of Construction--Credit," un- 
less not permitted by state regulatory body 
restrictions. 


4. Reconcile the special cash account containing 
collections from consumers for the express pur- 
pose of servicing long-term debt with the amounts 
billed to consumers. 


5. Prepare schedule for audit working papers. 
MEMBERSHIPS 


(257) The amount of the membership fee is usually set by the 
by-laws of the borrower. The provisions for refund of 
membership fees, termination of memberships, and for- 
feiture of membership fees are also stated in the bor- 
rower’s by-laws. The auditor should, therefore, be 


guided by the regulations of the borrower when he’ 
reviews the several accounts reflecting these satbadeind ¢ | 
transactions. 


114 


PAR. 


cy (258) The membership fee should accompany the application for 

=> service. This fee is recorded at that time as a mem- 
bership subscribed but unissued. After the borrower 
has accepted the application for service through formal 
action of the board of directors, a membership certif- 
icate is issued to the applicant and the fee is then 
transferred to the memberships issued account. From 
the auditing viewpoint, therefore, it is essential to 
determine that the fees are recorded in the appropriate 
account, 


(259) In order to determine that such fees are properly re- 
corded, the auditor should examine the underlying 
accounting evidence supporting the entries in the 
borrower’s records. The first basic document of the 
records for membership fees is the application for 
membership signed by the applicant. The duplicate cash 
receipts for membership fees constitute the basic 
record. The duplicate cash receipts book and the dup- 
licate deposit slip, evidencing the bank deposit for 
such collections, comprise the records which support 
the original entry. The minutes of the board of 
director’s meetings which show approval of the applica- 
tions support the transfers from the account of member- 
ships subscribed but unissued to memberships issued 
account. Subsidiary records should be maintained in 
support of each of these two accounts. For the member- 
ships issued, the subsidiary record should be a 
register made up from the stubs of the membership cer- 
tificate books or from a file of receipts for the 
certificates delivered to the member. A card file, a 
register or a ledger record of the individual applica- 
tions forms the subsidiary records supporting the con- 
trol account for memberships subscribed but unissued. 
It is the dutv of the auditor to determine whether the 
records are being maintained in accordance with the 
regulations of the borrower and to verify the account 
balance. 


wy 


(260) Verification of Accounting Records. 


1. Examine the borrower's procedure with respect to 
acceptance of applications for service, approval 
of such applications by formal action of the 
directors, and subsequent issuance of membership 
certificates. 


J) 9. Determine that the borrower’s procedure provides 
for transfer of fees from memberships subscribed 
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but unissued account to the memberships issued 
account when the membership certificates are 
issued. 


Test the borrower’s procedure with respect to 
proper maintenance of membership certificate 

books and proper cancellation of certificates 
when refunded. 


(261) Ver1zf1cation of Account Balances. 


(262) 


116 


1. 


Obtain the borrower’s trial balances of the sub- 
sidiary records supporting the control account 
balances for both issued and unissued member - 
ships. Foot trial balances and check totals with 
the general ledger totals of the control 
accounts. 


Test-check the individual items appearing on the 
trial balance of the memberships issued into the 
membership certificate books and into the minute 
book of the board of directors to verify formal 
approval and subsequent issuance of the 
certificate. 


Trace a portion of the individual items appear- 
ing in the trial balance of the memberships sub- 
scribed but unissued account back to the origi- 
nal signed applications for service. 


Determine that all subscriptions are recorded in 
the full amount of the membership fee and that 
any unpaid balances are recorded as subscr ip- 
tions receivable. 


When required, prepare schedules for audit 
working papers. 


MEMBERS’ AND PATRONS’ EQUITIES 


The capital credits plan was established for the reason 
that the majority of borrowers from REA are nonprofit 
organizations and, as such, do not have net income. 

The theory of service rendered by a cooperative 1n 


furnishing electric energy is that the energy is charged 


at cost and all collections received represent thie 
payment for this service. When the collections are in 


excess of the cost, the excess represents paid-in 


capital. This paid-in capital may be refunded to the 
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patron when the cooperative has accumulated sufficient 
capital to insure financial stability. 


The capital credits plan has been recommended to the 
cooperatives and they have been urged to institute this 
plan. The adoption of it necessarily established a 
basis of accounting somewhat different from that used 
by a utility which operates on the premise that the 
excess of collections over costs represent income and 
such income is to be distributed to the stockholders 
but not to its patrons. Al] revenues received from 
patrons for electric energy billed are credited to an 
operations clearing account against which all costs of 
rendering such services are charged. The net credit 
balance of this clearing account would be transferred 
to the patronage capital account but, if the coopera- 
tive has not established the capital credits plan, the 
net credit would be transferred to the operating 
margins account. However, should the net balance in 
the clearing account be a debit, it would be trans- 
ferred to the operating margin account whether or not 
the borrower has established the capital credits plan. 
[t is important to note that all nonoperating revenues 
and the costs thereof are transferred to the non- 
operating margin account. [t should also be noted that 
the net gain or net loss on the sale of any capital 
assets, investments, or other physical property, other 
than on operating unit of electric plant, are trans- 
ferred to the capital gains and losses account. 


To summarize, the total capital of a cooperative com- 
prises the membership fees paid or unpaid for certifi- 
cates issued or for subscriptions therefor, the patron- 
age capital credits and patronage capital assignable, 
plus the donated capital and other members’ and 
patrons’ equities. The other members’ and patrons’ 
equities comprise the operating margins, non-operating 
margins, capital gains and losses, retired capital 
credit gain, and other margin accounts. All these 
accounts, including description of their controls, are 
fully explained in the "Uniform System of Accounts." 


Verification of Accounting Records. 
1. Determine, by examination of the minutes of the 
board meetings that assignments, if any, to the 


patrons’ accounts of the patrons’ capital 
credits have been approved. 
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9. Determine whether or not the borrower’s personnel e 
have accurately computed the individual consumers . 
patronage capital and properly assigned same to 
the individual patrons’ accounts. 


3. Determine that proper procedure is maintained in 
accounting for operating margins and nonoperating 
margins, as well as other members’ and patrons’ 
equities. 

4. Examine the borrower’s procedure and determine 
‘adequacy of subsidiary records maintained in sup- . 
port of the general ledger accounts. 


(266) Verrfrcation of Account Balances. 


1. Trace entries into the operations clearing ac- 
count for the period under audit and verify 
accuracy of such entries. 


9. Trace entries of nonoperating revenue and non- 
operating revenue deductions into the nonopera- 
ting margin account for the audit period and 


verify accuracy of the items and propriety 
thereof. 


3. Examine all other members’ and patrons’ equity 
accounts and verify propriety. 


4. Analyze and reconcile all general ledger accounts 
relating to patronage credits. 


5. Test-check recordings of patronage capital cred- 
its to individual patrons. 


6. Analyze entries affecting the miscellaneous 
debits and miscellaneous credits to patronage 
capital and to other equities to determine 
whether or not (1) they can be charged to cur- 
rent year’s operation, (2) they are of sufficient 
size to warrant adjustment of patronage capital 
assigned or assignable for prior years. 


7. Prepare schedules for audit working papers. 
SURPLUS 
(267) In those cases where the borrower is not a nonprofit C 


cooperative, certain accounts must be substituted to 
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conform with the accounts prescribed by the Federal 
Power Commission. Section XVIII of the REA Uniform 
System of Accounts presents the accounts which are to 
be substituted. The principal change is the substi- 
tution of the earned surplus accounts and accounts for 
adjustments thereto for the accounts reflecting 
equities of members and patrons. 


Earned surplus includes the net income or loss arising 
from operation of the enterprise, that is, total 
revenues less expenses and gains or losses arising 

from the sale of property. This class of surplus can 
be appropriated for specific purposes by formal action 
by the board of directors. However, all reservations 
of earned surplus are shown under the net worth section 
of the balance sheet and are not applied to offset a 
contra account. In this connection, the auditor should 
determine that all reserves classified as surplus re- 
serves are actually reservations of earned surplus and 
are not valuation reserves. 


In addition to the earned surplus accounts the auditor 
must take into consideration those accounts reflecting 
miscellaneous debits or credits to the earned surplus 
account. These accounts reflect amounts which, al- 
though entered in the current year, affect the earned 
surplus of some prior period. This procedure of seg- 
regating adjustments for prior periods from the ac- 
counting of the current period makes it possible to de- 
termine the actual earned surplus arising from any 
calendar year’s operation, At the end of each account- 
ing period, that is, at the end of each calendar year, 
these adjustment accounts are closed into the earned 
surplus account, and the current revenue and expense 
accounts are not distorted or affected by any adjust- 
ments for prior operations. The auditor will find 
entries made by the borrower in these surplus adjust - 
ing accounts as well as his entries reflecting audit 
adjustments to prior accounting periods as determined 
by the current audit. 


The earned surplus balance at the close of any account- 
ing period will be reflected in the earned surplus 
account since revenue and expense accounts and surplus 
adjustment accounts will have been closed into the 
surplus account. However, at any date not coincident 
with the accounting period, the amount of the surplus 
will be composed of the balance of this surplus ac- 
count as shown in the general ledger, the balance of 
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the miscellaneous debits and credits to surplus accounts (/ 
and the net gain or loss arising from operations during “ 
the current calendar year as shown in the revenue and 
expense accounts. 


Since the financial condition of a borrower is usually 
judged from the net worth as shown on the balance sheet 
and surplus is an important factor in net worth for the 
measurement of financial condition, the auditor should 
verify the account balance, and should carefully 
scrutinize the items,making up this balance. It is 
evident from the foregoing that not only should the sur- 
plus account balance be verified, but the operating y 
account balances should also be verified. 


Verification of Account Ralances. 


1. If any entries have been made to the capital sur- 
plus account, such entries should be examined and 
verified for the period under audit. 


2. Trace entries into the earned surplus account for 
the period under audit and verify the accuracy of 
such entries. 4 


3. Examine all appropriations of the earned surplus 
account, verify authorization of the board of 
directors and determine propriety. 


4. Analyze all entries to the miscellaneous debits 
and credits to surplus account made during the 
audit period, including both the borrower’s and 
the auditor’s entries, indicate the other ac- 
counts involved and show the fiscal years af- 
fected so that the reconciliation of the earned 
surplus by accounting periods can be prepared. 


5. Prepare schedules for audit working papers. 


OPERATING ACCOUNTS 


The audit procedure includes the verification of ac- 
counts reflecting the operations of the borrower for the 
period under audit. The purpose of examining these 
operating accounts is to verify the net worth as stated 
on the borrower’s books of account and to determine that 
all revenues and expenses have been classified to the 
proper accounts. The auditor should determine that ex- 
penses have been charged to the proper accounting period 
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and that all accrued expenses have been recorded. 


The verification procedure should follow the same test- 
check principle applied to the balance sheet accounts. 
After examining the representative transactions for the 
period required to be tested in detail, the auditor 
should scan the accounts and examine any entries which 
appear unusual. The auditor will find that the test- 
check will have been performed for many of the operat- 
ing accounts in connection with the test procedure for 
accounting records, and a review of the ledger entries 
will complete the verification. [t is again emphasized 
that duplication of work should be eliminated as much 
as possible and all verification procedures should be 
utilized to improve the efficiency of the auditor’s 
performance. 


Verification of Procedure. 


1. A sufficient number of entries in the revenue 
accounts should be checked to verify the pro- 
priety of the accounting procedure in recording 
all income. 


2. All operating expense accounts should be perused. 
If the auditor finds an unusual entry, he should 
trace it back to the original accounting evi- 
dence to determine the propriety. The test- 
check performed in verifying the accuracy of the 
accounting records will prove to be a valuable 
guide to the auditor in examining the ledger 
accounts for unusual entries. 


CONTINGENT LIABILITIES 


The borrower may have some obligations, the payment of 
which is contingent upon the development of certain 
conditions or happenings whereby funds may be required 
without receiving any equivalent direct benefit or 
where any recoveries therefor are very doubtful. The 
contingent liabilities may comprise definite amounts 
which are ascertainable depending upon the certain de- 
velopments, or may consist of losses or costs of 
claims, the amounts of which are undeterminable as of 
the date of the audit. Examples of these possible 
liabilities which an RFA borrower may incur would be, 
1 - Notes receivable discounted, 2 - Accommodation 
endorsements, 3 - Guaranties given for products sold, 
4 - Losses due to damage claims, 5 - Legal fees and 
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expenses incurred in lawsuits or claims being litigated 
6 - Losses due to lease guaranty, etc. 


(277) The auditor should compile a list of all contingent 


(278) 


liabilities indicating thereon the reason for the estab 


ee 


lishment of each item and its current status. This list 


should be included in the working papers and the audit 
comments should contain a summary with proper explana- 
tion thereof. The total contingent liability, if de- 
terminable, or reference to the matter involved should 
be shown on the balance sheet, not usually includible 
in the balancing figures, but normally as a footnote. 


Secure a certificate from the management showing that 
all liabilities have been entered on the books or have 
been provided for as of the date of the audit. [t is 
not intended that this certificate be accepted in lieu 
of an examination and test-check to insure that all 


liabilities have been recorded, but rather, as a pre- 


caution to provide written evidence that the auditor 
made proper inguiry from the management. regarding the 
existence of liabilities which may not otherwise be 
determinable from the records. 
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THE AUDITOR’S REPORTS 
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THE AUDITOR’S REPORTS 
THE IMPORTANCE OF THE AUDITOR’ S REPORTS 


The importance of the auditor’s reports should be 
fully realized by the field audit staff. An audit is 
the examination of accounts and accounting records of 
a borrower and the auditor’s report sets forth the 
pertinent facts regarding this examination and con- 
clusions drawn as a result of the audit. Therefore, 
it is apparent that the report should be complete, ac- 
curate, and present the information necessary for a 
clear understanding of the facts established by the 
audit. Inasmuch as a uniform system of accounts is 

in use, a standard procedure for audit may be employed 
and reports of audits prepared in a consistent form. 
The limitations of standardizing audit reports are 
recognized, but certain rules can be established which 
should be followed in the preparation of audit reports. 
The type of information to be included in comments, 
methods of presentation of financial statements and 
terminology can be standardized for all reports. [low- 
ever, the fact that individual problems will be en- 
countered on each assignment cannot.be disregarded 
when standard requirements are established. The pre- 
sentation of the problems, conclusions and pertinent 
facts should follow the standards set forth for the 
sample auditor’s report. /xceptions to standard re- 
quirements must necessarily be based on circumstances 
surrounding the 1tndividual case. 


The auditor’s reports form the basis for determination 
of whether Government funds have been disbursed in ac- 
cordance with the Rural Electrification Act of 1936, 
as amended; whether the borrower is complying with the 
terms of the loan contract, note and mortgage, and 
prescribed policies and regulations; whether the bor- 
rower’s affairs are being conducted efficiently; 
whether the borrower’s revenues are sufficient to meet 
all charges including principal and interest payments; 
whether the borrower’s records and accounts are accu- 
rate, clear and complete; and whether the books re- 
flect the true financial condition of the borrower. 
The auditor’s report will also disclose whether prob- 
lems are being encountered by the borrower regarding 
which advice, action or assistance by other divisions 
of REA is necessary. 


The auditor should carefully prepare his report as the 
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conclusive summary of his work performed in accordance (/— 


with an assignment. All pertinent facts should be set 
forth in the proper section of the report. The audi- 
tor should bear in mind that his report reflects the 
accuracy of his judgment in problems encountered as 
well as his ability in carrying out the requirements 
of a specific assignment. He should also remember 
that future action on the part of REA may be based on 
his report; and, therefore, it should contain all the 
information essential to a clear understanding of 
facts disclosed by his examination. 


Reports are prepared by the auditor to present clearly 
the findings and results of his examination of the 
borrower’s accounts and accounting records. Conclu- 
sions drawn from hearsay or assumption must be avoided 
since comments based on such factors are unreliable. 
The auditor should confine his comments to facts sup-— 
ported by his audit working papers resulting from his 
examination and should not include matters for which 
he has no direct evidence to support his statements. 


The manner in which the auditor’s report is presented 
should be clear and concise. Short, simple sentences 
are most effective, but should be composed to make the 
report easily read without being too abrupt. The 
wording and construction of all sentences should be 
carefully chosen. The comments should be so clearly 
presented that it will be impossible for anyone to 
misunderstand or misconstrue the thought being stated. 
The auditor should bear in mind that the reader of the 
comments is usually unfamiliar with all the phases of 
the situation which is the subject of the report; and, 


therefore, he should never assume that any of the facts 


are already known to the reader. This is particularly 
true when a statement is made which draws a conclusion 
from many facts disclosed by the audit. All conclu- 
sions stated must be supported by the facts contained 
in the audit working papers as compiled during the 
course of the audit. However, reference in the com- 
ments to working paper schedules must be avoided. 


The auditor should always furnish sufficient informa- 
tion to present the facts adequately and clearly but 
should avoid using unnecessary detailed explanations 
which do not add to pertinent facts. All inconse- 
quential comments should be avoided if they have no 
informative value. 
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The auditor submits two reports with reference to his 
audit: (1) An audit report which contains conments on 
the balance sheet, comments on operations, comments on 
general matters, and the financial statements for re- 
lease to the borrower; and (2) a field activities re- 
port for administrative use within REA. Comments pre- 
pared for release to the borrower relate to informa- 
tion and facts about the borrower’s financial condi- 
tion, accounting records, procedures and practices. 
The Field Activities Report (Form ADM-36) contains 
special information for the Administrator, Finance 
Division, and/or other divisions of REA which is not 
submitted to the borrower. 


THE AUDIT REPORT 


The term "audit report," as it is used in this handbook, 
does not differ from the usual meaning of the term as 
it 1s applied in commercial accounting practice. Some 
authorities consider the report to be the certificate 
which is attached to the financial statements the com- 
mercial accountant has examined and is based on the 
contention that the auditor examines statements fur- 
nished him by the client and therefore his report in- 
cludes only his certificate. Other authorities con- 
sider the auditor’s comments, the certificate and the 
financial statements as the audit report, which inter- 
pretatation is based on the fact that the auditor sub- 
mits this information to his client as the result of 
engagement and all the data submitted arc considered 
the auditor’s report to his client. In this handbook, 
the term "audit report" refers to the comments, finan- 
cial statements and other supporting details submitted 
to the national office by the field auditor, copies of 
which are to be forwarded to the borrower after review 
and comparison with the audit working papers. 


It is the purpose of this part of the handbook to set 
forth general principles to be followed in preparation 
of the audit report. A sample audit report follows 
paragraph 305. 


Comments on the Balance Sheet, Operations, and General 
Comments. These comments should be carefully prepared 
for the use of REA and the borrower in the improve- 
ment of accounting records and elimination of improper 
accounting practices disclosed by the audit. The fac- 
tual information presented must be supported by the 
working papers prepared during the audit. 


(eae 


PAR. 


(289) 


(290) 


(291) 


126 


The auditor should carefully gather information for ® 
these comments throughout his examination of the 

borrower’s records. The most effective method of ac- 
complishing this is to note all items to be discussed 

in the comments on the balance sheet and general com- 

ments at the time such items are encountered in the 

course of the audit. It is impossible to recall all 
subjects to be covered in these comments if the audi- . 
tor relies on his memory alone. Therefore, the audi- 
tor should systematically gather this information and 
record it in a convenient form during the course of 
his audit so it will be available when he is prepar- 
ing his comments. A good practice would be for the 
auditor to make suitable notations or explanations 

and attach them to or make them a part of his schedules 
or analyses in the audit working papers. This will 
insure the value of his comments to REA and to the 
borrower since no important phases will be neglected 
and he can properly weigh and evaluate the informa- 
tion to be presented. | 


In the general comments the auditor should make recom- 
mendations for improvement of the borrower’s records 
and correction of improper accounting practices. The € 
auditor will find it advantageous to discuss with the 
manager and bookkeeper, before leaving the borrower’s 
office, the recommendations which will be presented 

in the general comments. Since a copy of these com- 
ments is returned with the financial statements to 

the board of directors, the cooperation of the bor- 
rower’s personnel may prove helpful in assuring the 
board’s acceptance of the auditor’s recommendations. 


It is important that the auditor be very careful when 
making recommendations for improvement of the bor- 
rower’s records. Impractical suggestions for chang- 
ing adequate records merely to conform with theoreti- 
cal record-keeping principles should not be recom- 
mended. Such recommendations result in loss of the 
borrower’s confidence in the auditor and are likely 
to result in the rejection of the worth-while recom- 
mendations for needed revisions of record-keeping 
procedure. The subject matter of recommendations 
must be confined to accounting. Subjects with which 
the auditor is unfamiliar or which are not the re- 
sponsibility of the auditor should not be included 

in the recommendations in the general comments. The } 
auditor must also avoid conflict with procedures in- 
stituted upon suggestion of an auditor during a prior 
audit. 
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The auditor should comment on the condition of the 
accounting records of the borrower. It is through 
such comments that pertinent facts regarding the 
records and record-keeping system are brought to the 
attention of REA, the directors, and the manager. 
These statements must be based on the audit examina— 
tron and must be supported by facts reported in the 
audit working papers. 


It is important that the comments cover each item on 
the balance sheet, and show its composition and the 
extent of verification. The comments should be 
clearly worded, concise, and so written that they can 
be understood by the borrowers. It should be kept in 
mind that the report is not only being prepared for 
REA, but also serves the purpose of an audit for the 
borrower. The balance sheet comments should not 
refer to procedures of the borrowers or accounting 
instructions. Such references should be reserved for 
the general comments. 


Where operations audits have been conducted for the 
borrower by independent accountants, the audit 
comments should state the extent to which the auditor 
accepted the amounts verified by the independent 
accountants, and reference should be made to the 
accounting firm and the period covered by its audit. 


It will be noted that the sample audit report contains 
three types of comments: balance sheet comments, 
comments on operations, and general comments. Care 
should be exercised in determining which section the 
intended comments should appear. The balance sheet 
comments should be looked upon as formal statements of 
facts, after the necessary verification, reflecting 
the financial condition of the borrower at a specific 
date. The comments on operations need no special 
definition except that they should be confined to past 
operating statistics. Ordinarily, such comments 
should not be projected to future operations. The 
general comments are statements concerning the main- 
taining of accounting records and accounts, the 
adequacy of accounting procedures, and the adherence 
to the policies recommended by REA. 


The auditor should avoid reference to working papers 
in his comments. This is necessary because audit 
comments are read and used by individuals who do not 
have access to the schedules and analyses included in 
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the audit working papers. When it is necessary to in- & 
clude figures or amounts detailed in the working 

papers, the auditor should summarize the amounts and 
include the summaries in his comments. This practice 

will make the audit comments an independent report 

which can be effectively used without having the com- 

plete audit working papers for reference. 


Financial Statements. The result of the examination of 
the accounts and accounting records is reflected in the 
financial statements prepared by the auditor at the 
conclusion of his audit. These statements should be 
carefully prepared. The financial statements include 
the balance sheet, statement of revenue and expenses, 
and schedules of utility plant, capital and other 
equities, and long-term obligation to REA. In cases of 
borrowers other than nonprofit cooperatives, a schedule 
of surplus will be included instead of the schedule of 
capital and other equities. This schedule of surplus 
may be a copy of Schedule NN1 for other than nonprofit 
cooperatives as shown in Part V, Audit Working Papers. 
These statements generally include the information 
considered necessary for a complete evaluation of the 
financial condition of the borrower and should be 
prepared along the general lines of the sample audit 
report. In some instances it may be advisable to in- 
clude other statements in the report, such as schedules 
of investments and accounts payable. 


The balance sheet is the major exhibit of the report 
and reflects the financial condition of the borrower 
as at the audit date. The report form of balance 
sheet is adopted for the purpose of simplicity and to 
be more readily understood by the layman. It follows 
the equation that assets less liabilities equals the 
member and patron equities. Since it is intended that 
the balance sheet be confined to a one-page report 
some of the usual refinements found in ordinary state- 
ments have been eliminated. The valuation reserves 
are not shown in the statement but only the net valua- 
tion. The total amount of the asset e-i the =mount of 
the reserve provided is shown in the commente 


In constructing the balance sheet, the utility plant 

is first shown as a separate item. This amount is 
supported by Schedule 1. The next classification is 
Current and Other Assets, under which are listed all ¢ 
items in this category in order of liquidity. In some é 
instances, it may be necessary to include other 
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classifications such as Permanent Investments or Other 
Assets. Unexpired insurance premiums will be con- 
sidered as a current asset. 


In regard to the liabilities section, there will 
generally be four classifications as shown on the 
sample audit report. The long-term obligation to REA 
will be supported by Schedule 3, and should not be 
detailed in the balance sheet. In most cases it will 
not be necessary to show the details of the other 
classifications as the composition can be fully 
covered in the audit comments. It it should be con- 
sidered advisable to show the composition of any 
classification, the detailed descriptions should be 
properly indented and the amounts shown in a separate 
column following the example under the Current and 
Other Assets classification on the sample balance | 
sheet. No separation is recommended on the balance 
sheet between the amount of the long-term obligation 
to REA which is payable within one year, and that 
which is payable after one year. In cases where there 
is a credit balance in Account 144, Retirement Work in 
Progress, this amount should be included on the 
balance sheet under the caption "Other Liabilities and 
Credits" and an appropriate explanation should be con- 
tained in the comments. 


Contributions in aid of construction should not be 
included in the third section of the balance sheet but 
should be shown under a separate classification under 
the Liabilities and Other Credits Section. 


The Member and Patron Equities Section of the balance 
sheet will include the membership fees, donated 
capital and patronage capital, and other equities 
which result from operating and non-operating transac- 
tions, and the sale of capital assets. In some 
instances, these balances may represent a debit 
amount. In such cases the debit amount may be en- 
closed in parentheses or if space permits, the items 
with credit balances should be listed first and a 
total shown from which would be deducted the debit 
balance to arrive at the net margins. Under the 
caption Patronage Capital should be included all] 
amounts of capital credits or patronage refunds which 
have been recorded in Accounts 201.1 and 201.2, 
together with the operating margins for the current 
year (if the capital credits plan is in effect) and 
any adjustments still to be closed to capital. Other 
Member and Patron Equities should include the balance 
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in Account 273.1, if it represents a deficit or if the® 
capital credits plan is not in effect, plus the 
balance in Accounts 273.2, 213.3, 2ioes,nand, 215.5) 


Where appropriation reserves have been set up such as 
Reserves for Maintenance, Reserves for Educational 
Purposes, etc., such reserves should not be included 
in the Member end Patron Equities but should be in- 
cluded as a separate classification under the Liabili- 
ties and Other Credits Section. | 


The totals of the Patronage capital and other member 
and patron equities, respectively, shown on the 
balance sheet should agree with the summary of these 
same items which is shown on Schedule 2. In preparing 
Schedule 2, any excess of revenue over cost for cur- 
rent year should be classified as Patronage Capital 
Assignable, if the Capital Credits Plan is in effect. 
If the Plan is not in effect or if there is an excess 
of cost over revenue, the proper classification would 
be Operating Margins. 


When the auditor finds accounts receivable and 
accounts payable recorded in the books for interfund 
accounts, he should not include these accounts on the 
balance sheet. Such accounts are contra accounts and, 
as such, should be eliminated from the statements. 
However, they should be shown in the general comments 
with proper explanation. 
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STATE 23 COUNTY 


CFNTFR COUNTY EL#CTRIC COOPERATIVE 


TOWN, STATE 


We have examined the balance sheet of the Center County Electric Cooperative 
as of November 30, 1946, and without making a detailed audit cf the trans- 
actions, have reviewed the record of the cooperative's operations for the 
period from January 1, 1946, to that date. Our examination was meade in 
accordance with generally accepted auditing standards applicable in the 
circumstances, and included such tests of the accounting records and other 
supporting evidence as necessary to determine the effectiveness of the 
internal check or control maintained by the borrower, and such other procedures 
which we considered necessary. 


We herewith present our report, based upon this examination, together with 
the following exhibits and schedules: 


Exhibit A = Balance Sheet as of November 30, 1946 


Statement of Revenue and Expense, 
January I - November 30, 1946 


Exhibit B 


Schedule 1 


Utility Plant as of November 30, 1946 


Schedule 2 -= Patronage Capital and Other Member and 


Patron Equities as of November 30, 1946 


Schedule 2 - Long-Term Obligation to REA, 
November 30, 1946 


BALANCE SHEET COMMENTS 


ASSETS 


Utility Plant $550, 289.78 
Less; Reserve for Depreciation 25,905.69 $526,384.09 


An analysis of the utility plant is presented in Schedule l. 


For the period covered by the audit, we examined all entries recorded in 
both classified and unclassified plant accounts, including those for 
additions and retirements. We ascertained to the extent possible that 
property physically retired or sold had been credited to appropriate 
plant accounts and that the plant accounts reflected physical additions 
constructed or purchased during the period. The preparation of construction 
and retirement work orders was not current at the date of the audit, 
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therefore, plant values may be subject to adjustment because of unrecorded 
overhead and material charges and unrecorded retirements. 


We also exemined the provision for depreciation and reviewed charges and 


credits made to the reserve accounts. Depreciation has been established 
on the basis recommended by REA. 


General Cash 


In Bank $ 7,608.81 
Petty Cash 100.00 $ 7,708.81 


Cash in the banks was verified by reconciliation with bank statements, and 
balances shown by the latter were directly confirmed with the depositories. 


Petty cash was verified by count and traced back satisfactorily to 
November 30, 1946, 


Construction and Installation Funds $ 4,584.36 
—eeruction and Installation Funds )__ 4, 584.56 


Funds borrowed for construction and installation loan Purposes, in the 
bank at the audit date, were verified by reconciling bank statements with 
the cooperative. 


Temporary Cash Investments $ 51,581.06 
sees SSA ee Ee patil EA ess) 


Temporary cash investments, consisting of Series F, U. S. Bonds, purchased 
for $48,988.00 and maturing at $60,000.00 in 1965 and 1956, and coupon 

U. S. Certificate of Indebtedneis costing $2,101.06, bearing 7/8% interest, 
payable semiannually and matur ag December 1, 1948, were examined. All 
were issued in the name of the cooperative andare held in a safety deposit 
box in the X. Y. National Bank. The earned increment on the bonds is 
$492.00. 


Notes Receivable $ 10,779.67 
Less; Reserve for Uncollectible Notes 500.00 $ 10,279.67 
Oe eee te NOT CS ee 8 Ee DOUOIS 


Notes receivable were verified by examination and confirmed to the extent 
deemed necessary. The notes were all executed by consumers to finance 
wiring and plumbing installations or purchases of appliances. The latest 
maturity date is December 10, 1946. 
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The following amounts were past due: 


Unpaid Balance of 


Period AMount Past Due Notes Involved 
SOLIS ee ee ey pa et hale BN set 
1 to 29 days $ 250.64 $ 450.35 
50 to 59 days 229.03 796.25 
60 to 89 days 690.37 1,062.61 
90 days and over 471.13 1,531.40 
Total Past Due $1,641.17 $3,840.61 


The probability of collecting pest due notes was discussed with the 
manager in order to determine the adequacy of the reserve. We believe 
the amount provided is ample to cover normal losses. 


Accounts Receivable-Consumers $ 10,946.11 


Less: Reserve for Uncollec le Accounts 500.00 $ 10,446.11 
Minas, ic |} 2800-00 $: 10,446.11 


Manager and office personnel regarding delinquent accounts. Accounts in 
the amount of $210.00 were more than 90 days past due, We believe that 
the reserve for uncollectible accounts ig sufficient to cover any probable 


Uncollectible account losses for 1946 were $58.20, or 1/10 of 1% of the 
amounts billed, 


Accounts Receivable-Other $ 5,656.32 


Less: Reserve for Uncollectible Accounts 45.00 $ 5,611.32 
= Emcotisctible Accounts FS, 611.52 


The balances of the accounts receivable-other Consists of; 


Sales of material to members $1,500.00 
Sales to other cooperatives 5,611.00 
Sales to employees 545.32 
Total $5,656.32 
—=—=—_— 
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We verified the accounts receivable by test confirmation and such other 
auditing procedures as were considered necessary. Of accounts included in 
this cetegory, amounts of $36.12 were more than 90 days past due. The 
reserve for uncollectible accounts of $45.00 is considered adequate. 


Material and Supplies-Electric $ 4,597.41 
Material and Supplies-kesale 13.11 $ 4,610.52 
CC —— a 


The physical inventories, as taken and certified by the manager, were 
verified by a test count of selected items and by a reconciliation with 
inventory records. We checked prices, extensions, and footings on the 
inventory summaries to the extent deemed necessary, and found them to be 
substantially correct. All items listed on the inventory appeared to 
represent usable materials. 


The inventories were priced at average unit prices, as shown on the 
perpetual inventory records, and the ledger accounts were adjusted to 
agree therewith. 


The balance of the materials and supplies-electric accounts was found to 
be $1,093.83 in excess of the value of the material show by the physical 
inventory and the difference was recorded as a deferred charge, pending 
further investigation. 


Prepaid Expenses and Deferred Charges $ 2,169.09 
TA pointe Slaeadadthatio ached aShae tet  ekd Ba EARS 


We examined all prepaid and deferred items. Prepaid insurance and other 
prepaid expenses were correctly stated and all are Properly chargeable to 
future operations. 


Included in this balance as a deferred charge is $1,093.83 representing 
the amount of materials unaccounted for as indicated by comparison of 

the ledger balance for electric materials and supplies with the value of 
the materials on hand as evidenced by a physical inventory taken as of 

the audit date. This difference apparently arose from failure to report 
and record properly materials issued for construction and maintenance 
Purposes. To account properly for this suspended balance, a review of all 
materials transactions and construction charges will be required. 


Also included under this caption is $375.26 which represents the suspended 
excess of the general ledger account for consumers! accounts receivable 
over detailed consumers’ balances due November 50, 1946. We did not verify 
detailed transactions involving consumers! accounts, but ascertained that 
the major reason for this difference was failure to maintain accurate 
records of forfeited discounts and adjustments to consumers! bills. 
Necessary steps should be taken to determine the disposition of this amount. 
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LIABILITIES AND OTHER CREDITS 


Long-Term Obligation to REA-Construction $520,863.96 


Long-Term Obligation to REA-lnstallation 6,746.21 $527,610.17 
ETON eh eh ee Oe 


We verified the construction loan balance by examination of the notes and 
loan contracts on file in the cooperetive office, and by comparison with 
quarterly statements from REA reflecting outstanding amounts. 


A summary of the construction obligation follows; 


Total long-term obligation $755, 800.00 

Less: Unadvanced funds 162,871.48 

Net amcunt advanced to date $592,928.52 
Less: Payments made when due $65,618.53 

Payments made before due date 10,000.00 75,618.53 

Unpaid principal $517, 309.99 

Add: Accumulated interest deferred 5,553.97 

Net construction obligation $520,863.96 


All notes mature in 35 years from the dates of the notes except the note 
for $260,000.00 which matures 25 years from the date of the note. 


The installation obligation consists of eight notes, the unpaid balance 
totalling $6,746.21, with due dates as indicated on Schedule 3. We veri- 
fied the amount by examination of loan documents and other supporting 
evidence. Because payments on consumers' notes were delinquent, the 
cooperative found it necessary to use $195.00 of its general funds in 
maintaining current payments to REA. 


A further analysis of the long-term obligation is presented in Schedule 3. 


Current and Accrued Liabilities 
pL eR a A ied 


Accounts Payable $ 7,064.33 
Accrued Items 478.68 ¢$ 7,543.01 


Accounts payable were verified by examination of supporting invoices and 
entries. As far as we were able to ascertain, all liabilities as of 
November 30, 1946 have been recorded on the books. We have examined sub- 
sidiary accounts payable records and have made inquiry concerning all 
current liabilities, and are satisfied thet the accounts payable recorded 
in the books and shown on the balance sheet as of November 30, 1946 are 
correct. 
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The composition of accounts payable is as follows; 


Construction Accounts Payable $5,064.33 
General Accounts Payable 2,000.00 


Total $7,064.33 


Accrued taxes, wages, and interest were verified by computation and 
checked with the records of the cooperative. 


Other Liabilities and Credits $ 2,419.99 
Se a A eet Ae) ee 


Consumers' deposits, in the amount of $2,419.99, were verified by examina- 
tion of the accounting records and Supporting evidence, and found to be 
correctly stated. 


Contributions in Aid of Construction $ 65.19 


Contributions in aid of construction were verified by examination of the 
accounts and subsidiary records. 


MEMBER AND PATRON EQUITIES 


Membership Fees $ 13,445.00 


The total amount of membership fees was verified by tests in relation to 
the number of members billed for service and the record of members not 
receiving service. The amount shown appears to be correctly stated. No 
detailed verification was made of the individual member records. 


Patronage Capital $ 72,259.02 


This comprises patronaze capital of $27,774.61, which has been assigned as 
credits to individual patrons; capital in the amount of $19,936.56, which 
has been established as ready for assignment to patrons; and capital 
amounting to $24,547.85 which is to be established as assignable at the 
end of the year. The last figure represents the Operating revenues for 
the current year in excess of the cost of service and includes any edjust- 
ments relating to operations of the prior year which were too small to 
warrant application to capital already assigned. 


Donated Capital $ 10.00 


This balance represents forfeited membership fees. 
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Other Member and Patron Equities 
————— eee 


Included under this caption are the following items: 


Operating margins ($1, 284.61) 
Na-operating margins 707.26 
Capital gains 600.00 


Total $ 22.65 


COMMENTS ON OPERATIONS 
meee ea 


We mide a general review and test check of the revenue and expenses for 
the period under examination and compared the revenue and expenses with 
those of the preceding calendar yearn 


Exhibit "B" presents a statenent of revenue and expenses for the first 
eleven months ended November 30, 1946. 


There follows a condensed comparative statement of revenue and expenses 
covering operations for the years 1944 and 1945, and a percentage comparison 
with the results obtained during the first eleven months of 1946. It will 
be noted that although there has been a consistent increase in the total 

. amount of operating expenses, the ratio of such expenses to gross revenue 
@ improved during 1946. During the first eleven months of 1946 there was 
“| + an increase in connected consumers from 1176 to 1294, or approximately 10 
percent. In the same period, the number of miles of line increased from 
500 to 600, making an increase of 20 percent. 


COMPARATIVE STATEMENT OF REVENUE AND EXPENSES 


Year Funded 11 Months Ended 


December 351, 1944* December Sl, 1945* November 30, 1946 


Operating Revenue $95,650.83 100% $102,368.26 100% $114,899.00 100% 


Deductions: 


Cost of Power $25,011.07 26.1 $ 26,430.88 25.8 § 27,216.97 23.7 
Other Operating 
Rxpenses 25,211683 26.4 29,225.43 28.6 30,367.75 26.4 
Depreciation 9,465.71 9.9. 13,572.89 11:1 ©” 12°988.54 11-3 
Taxes 3,238.62 3.4 4,007.46 3.9 5,436.78 4.7 
Interest 9,926.39 10.4 11,395654 11.1 14,340.81 12.5 
Total Deductions $72,853.62 76.2 $ 62,401.70 80.5 §$ 90,c01.15 6.6 
Operating Margins $22,797.21 23.8 $ 19,936.56 19.5 $ 24,547.55 21.4 


*NOTE: Statement of revenue and expenses per operating reports 
submitted to REA, revised to include subsequent adjust- 
ments applicable to these years. 


RbA 


149 


Center County Electric Cooperative 


GENERAL COMMENTS 
rr 


Work Orders 
eS dA E 


Costs of work orders cove 
been closed to the Plant account for many months prior to the date of the 
audit. Also, work orders had not been prepared to evidence construction 
completed during the previous five months. It was observed that material, 
labor, and overhead costs are not being charged to work orders in accordance 
with procedures which will insure accuracy. 


Materials and Supplies Records 
es oCors 


to maintain properly a syste 
materials, but laxity in keeping the records and following instructions 

has resulted in large discrepancies between the various physical inventories 
the perpetual inventory card 


Collection Policy 
Seah hei 


The collection policy in connection with energy sales has proved fairly 
satisfactory, but the large amount of delinquent accounts covering house 
wiring and merchandise sales reflects a condition which merits attention. 


Membership Records 
ee 


Two membership records are maintained, one for memberships issued and the 
other for rea coverage applications for membership. It is recommended that, 
4s consumers are furnished with energy, the memberships be transferred to 
the membership issued accounte 


Interfund Obligation 
Se oe ton 


Not appearing on the balance Sheet, Exhibit A, is an interfund obligation 


Depreciation 
ee eae 


Depreciation has been computed monthly on the plant accounts, but no pro» 
vision has been made to provide for depreciation of the large amount of 
construction work recorded as in progress, but actually in service. An 
audit adjustment was made to-correct this condition. 
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The audit revealed that practically none of the subsidiary records had 
been reconciled with the general ledger control, and that some bank 
accounts had not been reconciled for months. 


Area Coverage Survey 
rn  , 


The area coverage survey revealed that 283.5 pole miles are to be built to 
serve 1236 consumers who have signed contracts, which will add approximately 
$2,500.00 additional revenue pe@ month, or an averace of $8.82 per mile. 

The survey also disclosed 1157 prospective consumers. 


Audit of Construction Transactions 
eee ee a ee ve OR, 


An examination of REA construction fund receipts and disbursements showed 
the status of these funds to be as follows: 


Total REA advances $592,928.52 


Cesh balance, November 30, 1946 4,269.25 
Net disbursements $588,659.27 


Unapproved disbursements representing; 


Amounts disbursed in excess of funds 


advanced for specific purposes $16,326.42 
Unallowable disbursements 576.25 16,702.67 


Approved disbursements $571,956.60 


Since the unallowable disbursements cannot be approved under the terms of 
the loan contract, the borrower should reimburse construction funds: from 
general funds in the amount of $376.25. As to the amounts disbursed in 
excess of the advances for specific purposes, it is recommended that budget 
adjustments and advances be requested on the next requisition to cover these 
over disbursements. 


Adjustments 


All major adjustments were discussed with the manager. A schedule of all 
adjustments was provided and it was ascertained that the required entries 
were recorded in the books of the borrower et the conclusion of the audit. 
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Center County Electric Cooperative 
CERTIFICATE 


In our opinion, the accompanying balance sheet and related statements of 
revenue and expenses, and capital credits and margins, subject to the 
foregoing comments, with particuler reference to those concerning the 
accuracy of utility plent, accounts receivable, and the material accounts, 
present fairly the position of the Center County Electric Cooperative at 
November 30, 1946, and the results of its operations for the period 

January 1, 1945 to November 30, 1946, in conformity with generally accepted 
accounting principles, applied on a consistent basis. 


Date: 


Auditor 


Approved: 


Regional Head 
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Exhibit A 
STATE 23 COUNTY 


CENTER COUNTY ELECTRIC COOPERATIVE 
_—_— IVE 


TOWN, STATE 


BALANCE SHEET AS. OF NOVEMBER 30, 1946 
"eee tO 


ASSETS 


Utility Plant (iess reserve) (Schedule 1) $526,384.09 


Current and Other Assets: 


General Cash $ 7,708.81 
Construction and Installetion Funds 4,584.36 
Temporary Cash Investments 51,581.06 
Notes Receivable (less reserve ) 10,279.67 
Accounts Receivable - Consumers 

(less reserve) 10,446.11 
Accounts Receivable = Other 

(less reserve) 5,611.32 
Material and Supplies 4,610.52 


Prepaid Expenses and Deferred Charges 2,169.09 


Total Current, and Other Assets 96 ,990 .94 


Total Assets $623,375.03 


LIABILITIES AND OTHER CREDITS 


Long-Term Obligation to REA (Schedule 3) $527,610.17 
Current and Accrued Liabilities 7,643.01 
Other Liabilities and Credits 2,419.99 
Contributions in Aid of Construction 65.19 
Total Liabilities and Other Credits 537,638.36 
patel MABEL 


MEMBER AND PATRON EQUITIES 


Membership Fees $ 13,445.00 
Patronage Capital (Schedule 2) 72,259.02 
Donated Capital 10.00 
Other Member and Patron Equities (Schedule 2) 22.65 
Total Member end Patron Equities $ 85,736.67 
a aa 
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Exhibit B 
STATE 23 COUNTY 


CENTER COUNTY ELECTRIC COOPERATIVE 
ELECTRIC COOPERATIVE 
TOWN, STATE 


STATEMENT OF REVENUE AND EXPENSE 
oe AEN 


January 1, 1946 to November 50, 1946 


Operating Revenues: . 
Electric Energy Revenue $113,893.03 
Consumers! Forfeited Discounts and Penalties 833 281 
Miscellaneous Electric Revenues 172.16 $114,899.00 


Operating Revenue Deductions: 


Cost of Power $ 27,216.97 

Operating Expense 7,081.84 

Maintenance Expense 4,234.51 

Meter Reading and Collection Expense 4,232.09 

Uncollectible Accounts 90.00 

Demonstration Salary and Expense 567079 

General Office Salaries. and Expense 11,068.86 

Engineering, Legal and Accounting Services 360.00 

Insurance 935 997 

Directors' Fees and Mileage 840.00 

Miscellaneous Operating Expense 1,156.69 

Depreciation Expense 12,988.84 

Taxes = Property 4,636.01 

Taxes = Social Security 734 26 

Taxes = Other 66.51 76,010.34 
Operating Margins (before interest deductions) $ 38,888.66 


Non-Operating Margins: 


Non-Operating Revenue $ 466.71 
Non-Operating Revenue Deductions 306 66 160.05 
Net Margins (before interest deduction) $ 39,048.71 
Interest on Long-Term Debt 14,340.81 
Net Margins for Period $ 24,707490 
Overating Margins $ 24,547.85 
Non-Operating Margins 160.05: 
Net Margins for Period $ 24,707.90 
== 
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STATE 23 COUNTY 


CENTER COUNTY ELECTRIC COOPERATIVE 
NN LIVE 


TOWN, STATE 


UTILITY PLANT AS OF NOVEMBER 30 1946 
ene eM, 


CLASSIFIED PLANT IN SERVICE 


Intangible Plant: 


Organization $ 1,935.26 
Miscellaneous Intangible Plant 3,062.60 $- 4,997.86 


Distribution Plent: 


land and land Rights $ 13,237.616 
Poles, Towers and Fixtures 559,069.69 
Line Transformers 106,308.94 
Services 50,583.88 
Meters 29,181.26 537,180.93 


General Plant: 


Buildings $ 3,181.49 

Office Furniture and Equipment 2,022.41 

Transportation Equipment 4,032.96 

Tools and Work Equipment 2,218.57 11,455 443 
Total Classified Plant in Service $553,634.22 


UNCLASSIFIED PLANT AND WORK IN PROGRESS 


‘Unclassified Plant in Service $ -- 

Contract Construction Work in Progress -- 

Work Order Construction Work in Progress 24.78 24.78 
Total $553,659.00 
Less: Donations in Aid of Construction 5,569.22 
Total Utility Plant $550,289.78 


LESS RESERVES FOR DEPRECIATION 


Distribution Plant $ 16,238.52 


General Plant: 
Buildings $ 1,271.43 
Office Furniture and Equipment 1,075.48 
Transportation Equipment 3,185 87 
Tools and Work Equipment 2,154.39 7,667.17 
Total Reserves for Depreciation 25,905 69 
DEPRECIATED COST OF UTILITY PLANT $526,384.09 
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Schedule 3 


STATE 23 COUNTY 


CENTER COUNTY ELECTRIC COOPE RAT IVE 
EW ATIVE 


TOWN, STATE 


LONG-TERM OBLIGATION TO REA 
ee 


November 30, 1946 


CONSTRUCTION OBLIGATION 


Date Principal Deferred Arount Principal Net 
Note of Note Amount Interest Unadvanced Repayments Obligation 
A 8- 2-47 $260,000.00 § $ $61,025.46 $198,974.54 
B 7-20-38 44,800.00 4,687.27 40,112.73 
c 10-20-38 101,000.00 9,905.80 91,094.20 
D 10-15-41 85,000.00 1,472.40 86,472.40 
E 5=10=44 40,000.00 1,207.85 41,207.85 
F 5-26-45 40,000.00 873.72 40,873.72 
G 


6-26-46 185,000.00 162,871.48 22,128.52 
° ; 5 ° ° & es 5 $5 6 
$755,800 00 #35 3.97 $162,871.48 ¥75,618.53 § 20, 86396 


INSTALLATION OBLIGATION 


Date of Maturity Amount of Principal Unpaid Amount 
Note Date Note Payments Balance Delinquent 
l- 1-44 l- 1-49 $ 600.00 $ 400.00 $ 200.00 
5= 1-44 5- 1-49 932.42 466.21 466.21 
5=-. 1-44 5= 1-49 1,400.00 700 200 700 e00 
11-20-44 11-20-49 1,500.00 600.00 900.00 
8- 1-45 8- 1-50 1,290.00 240 200 960 00 
8-10-45 8-10-50 1,000.00 200.00 800 200 
1-10-46 1-10-51 1,200.00 120.00 1,080.00 
8- 1-46 8- 1-51 1,640.00 1,640.00 


$9,472.42 7 $2,726.21 $6,746.21 
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THE FIELD ACTIVITIES REPORT 
PAR. COMMENTS 


(306) In addition to the comments contained in the audit 
report, the auditor is required to submit a Field Ac- 
tivities Report, Form ADM-36. A sample report follows 
paragraph No. 310. Generally, the nature of the com- 
ments to be included in ADM-36 should be based on facts 
relative to some condition existing in the borrower's 
office deemed of interest to REA in its dealing with the 
borrower. Form ADM-36 should not merely duplicate com- 
ments made in the audit report; it may, for the benefit 
of REA, include and enlarge upon information presented 
in the comments for the borrower. 


(307) Conclusions, representing the auditor’s opinion and 
based on facts disclosed by the audit and not included 
as part of the audit report comments, should be men- 
tioned in the Field Activities Report. Facts regarding 
conditions existing in the borrower’s office requiring 
action by other divisions of REA should be included in 
this class of comments. The auditor may meke reconmen- 
dations in matters which are not in his jurisdiction, 
but such recommendations must be supported by basic 

ee facts for the use of the responsible division. Comments 

0 regarding boards of directors need not be made unless 
pertinent to factual data contained in the audit report 
or in connection with an explanation of comments con- 
tained in ADM-36. 


(308) Personnel comments should be restricted to the manager, 
bookkeeper, and other office personnel who are responsi- 
ble for the maintenance of accounting records. Auditors 
are not in position to comment on linemen and other out- 
side employees. Statistical data related to the em- 
ployees’ background, salary, etc., should not ordinarily 
be included, as such information is generally available 
in the files of REA. Personnel comments should be con- 
fined to the auditor’s observations made during the 
course of the audit régarding the employees’ ability to 
function in their various capacities, their relationship 
with each other, and with the board and members. Also, 
the auditor may, if circumstances indicate the desira- 
bility, comment on their demonstrated ability to 
administer the cooperative’s affairs in accordance with 
the policies and procedures recommended by REA. 


_ (309) Some of the matters which the auditor may include in 
® the comments for the use of REA are the following: 
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1. Any tax matters coming to the auditor’s attention 


which, in his opinion, should be brought to the 
attention of the Administrator. 


2. Comments concerning the inadequacy or the com- 
pleteness of insurance coverage as required by 
REA. 


3. Any deviation observed in the application of the 
approved schedule of rates charged to the 
consumers. 


4. Any particular banking or collection agency 
problems confronting borrowers which are deemed 
worthy of comment or action to assist borrowers 
in their solution. 


5. Comments concerning internal control. 
6. Any other matter which, in the auditor’s opinion, 


requires attention or should be referred to 
another division for action. 


(310) The statements shown in the general conments should be 


168 


consistent with those contained in the Field Activities 
Report. As an example, the general comments should not 
state that the accounting records have been well main- 
tained and the Field Activities Report comments state 
that subsidiary records are not reconciled monthly with 
the general ledger, work orders are not prepared cur- 
rently and perpetual inventory records are not kept 
posted. Whether the books and records have been well 
maintained depends on the reconcilement of subsidiary 
records, which includes the perpetual inventory, and 
the current status of the work orders. Accompanying 
this report should be a copy of the written recommenda— 
tions given to the borrower's personnel during the 
course of the audit. 
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ADM. UNITED STATES DEPARTMENT OF AGRICULTURE 
7-48 36 RURAL ELECTRIFICATION ADMINISTRATION 


0) FIELD ACTIVITIES REPORT 


PERIOD COVERED - FROM AND To: 


January 1, 1945 to November 30, 1946 
BORROWER DESIGNATION 


State 23 County 
FROM - SIGNATURE AND DIVISION 


J. C. Johns, REA Auditor, Finance Division 


(See reverse of last copy for instructions) 


TO 
Joseph F. Marion, Chief 


1. Center County Electric Cooperative, Town, State. 


2 
2. General Audit. 


3. Complete general audit covering period January 1, 1945, to November 30, 
1946. The audit required 22 work days; was started November 25, 1946, 
and completed December 23, 1946. 


4. General instructions were given on reconciling the subsidiary records 
with general ledger controls. Instructions were given as to setting up 
more complete records for material accounting. Specific recommendations 
were given to the borrower on correction of certain records, a copy of 
which is attached. 


5. It is recommended that the Management Division follow up on deficiencies 
noted in detail in this report. 


6. It is our observation that the board is not sufficiently informed of 
procedures adopted by the manager. Boar minutes are too brief. Instruc— 
tions should be given regarding what should be recorded. 


During the audit, the president and secretary-treasurer visited the office 
and discussed with the auditor certain phases of record-keeping and how 
improvements could be made in their general accounting procedures. In 
addition, they asked advice on whether the office was being operated 
properly and whether an office manager should be employed. The members 

of the board were advised that the auditor did not have the information 
necessary for proper consideration of these Management problems and that 
he would refer in his report to their office problems for consideration 


of the Management Division. 
0) 7. James Q. Rodgers -— Manager 
, a ee Oe 
The manager has been with the cooperative since January 1, 1938. He has 


taken a correspondence course in electrical engineering and just recently 
received a State license as an electrical engineer. 


It is apparent that mr. Rodgers has not given sufficient attention to 
office procedures and records. The material records have not been 
properly maintained; work orders have been allowed to become delinquent; 
a strict collection policy has not been adopted; and certain transactions 
have not been recorded on the books. It is believed that if an office 
manager is employed, these conditions will be overcome. 
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ADM, 36 UNITED STATES DEPARTMENT OF AGRICULTURE PERIOD COVERED - FROM AND To: 
7-48 


RURAL ELECTRIFICATION ADMINISTRATION 


)) FIELD ACTIVITIES REPORT 


(See reverse of last copy for instructions) 


January 1, 1945 to November 30, 1946 
BORROWER DESIGNATION 
State 23 County 

FROM - SIGNATURE AND DIVISION 
J. C. Johns, REA Auditor, Finance Division 


TO 
Joseph F. Marion, Chief 


The manager has fully cooperated with the auditor -nd was very helpful in 
supplying necessary information and records. 


Mary Roberts - Bookkeeper 


The bookkeeper has been with the cooperative since she graduated from 

\ business college in January 1943. She was first employed as a billing 
clerk and took over her present position about a year ago. Her books 
are very neatly kept. Most of the records were very well maintained, 
but some of the subsidiary records had not been reconciled. The book-— 
keeper expressed an eagerness to do a good job but stated that too many 
duties other than bookkeeping were imposed upon her, which made her 
neglect certain things she knew should be done. 


Material Records 


When materials had been withdrawn from stock, no record was made. At the 
suggestion of the bookkeeper, the Manager called a meeting on December 6 
of the lineman, work order clerk and bookkeeper, and asked the auditor to 
explain how the accounting for material should be handled. We explained 
the necessary steps, as outlined in the work order procedure. When the 
cooperative adopted the new work order procedure, it had ordered all the 
forms. It was agreed that, starting that day, the material charge and 
credit tickets would be used. 


Work Orders 


The work orders have not been prepared currently. The last work orders 
submitted to REA covered the month of December, 1945. Up to that time, 
the manager had made up the work orders but, because of the increase in 
work, could not continue to do so. He intended to employ a work order 
clerk but could not find anyone qualified for the position until November 
1, 1946. Work orders for January and February, 1946, have been prepared 
by the new man and he is awaiting the approval of the field engineer before 
submitting them or making them up for the other months. The auditor ad- 
} vised him to continue to prepare them, as it would save time even if 

me corrections would be necessary. It was explained that the holding up of 
the work orders was preventing them from getting additional and much 
needed advances. 


Collection Policy 


The borrower had not adopted a strict collection policy in the past in 
regard to notes receivable for house wiring. This was discussed with the 
manager and he said that he was reasonably sure that all delinquent 
accounts would »e paid within the next month, as the members would be 
collecting on their sales of grain and stock at that time. At the sugges— 
tion of the auditor, he sent out notices of delinquency to all members on 
December 10, and had reduced the past-due amount to $841.00 at the comple- 
tion of the audit. 
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FIELD ACTIVITIES REPORT 


TO 


UNITED STATES DEPARTMENT OF AGRICULTURE 
RURAL ELECTRIFICATION ADMINISTRATION 


PERIOD COVERED - FROM AND Yo: 


January 1, 1945 to November 30, 1946 
BORROWER DESIGNATION 
State 23 County 

FROM - SIGNATURE AND DIVISION 


J. C. Johns, REA Auditor, Finance Division 


(See reverse of last copy for instructions) 


Joseph F. Marion, Chief 


Delinquent Accounts Receivable — Consumers 


The delinquent accounts receivable — consumers did not correctly reflect 

the condition of the accounts, as there were a number of membership fees 

that had not been applied against these delinquencies. Instructions were 
given for making the necessary adjustments. 


Accounts Receivable — Other 
“OE tS a eh ie Se 


During the course of the audit, the amount shown at the audit date as due 
from sales to other cooperatives was collected. The amount shown as due 
from employees was also paid. This represented charges for material fur-— 
nished to the manager. 


Transactions Not Recorded 
a pe 


It has been the practice of the manager to order certain appliances for 
board members and employees and to withhold payment of the invoices until 
collection is made from the purchasers. The collections are then deposited 
in the general fund and a check written to pay the invoices. No other 
phases of the transactions are recorded on the books. 


It was also found that cash received for scrap sales and patronage refunds 
on purchase of gas and oil had not been entered on the records. The mana-— 
ger was asked to give the reason for not showing this income in the records. 
He stated that this money was used for welfare purposes and saved the spend— 
ing of general funds. It was recommended that all cash receipts be recorded 
and deposited in the bank and that all payments be properly accounted for. 
Also, it was recommended that all payments made by the cooperative be 
entered.on the books. 


Status of Federal Income Tax Exemption 
a a 


Revenue derived from members as reflected by the accounts receivable was 
given a cursory check for purposes of determining the extent of such 
revenue in relation to income tax liability. It was apparent that member 
revenue exceeded the 85 percent necessary to meet exemption requirements. 


Capital Crecits 


The Capital Credit plan was adopted by a meeting of the membership on 
January 20, 1945, to become effective January 1, 1945. The plan as adopted 
does not provide for distribution of margins existing at December 31, 1944. 
All necessary records are being maintained, as prescribed, and the use of 
the proper accounts was apparent. Actual assignments of margins have been 
made to members for the year 1945 only. No assignments were made for the 
year 1946 as a resolution had not been passed by the board for that year. 
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December 21, 1946 


Mr. James 0. Rodgers, Manager 
-, Center County Electric Cooperative 
@ Town, State 


Dear Mr. Rodgers: 
Subject: State 23 County 


As a result of our audit of your books, we are presenting the following 
recommendations. 


Recording of Transactions 


It is the recommendation of REA that all financial transactions affecting the 
cooperative be recorded in the books to become a matter of record. All money 
collected should be deposited daily as received, and all payments should be 
made either by check or from the petty cash fund upon proper receipt. 


Unallowable Disbursements 


The amount of $376.25 which represented payment made by REA Construction Fund 
Check No. 1265 to Union Material Company for replacement tools and work equip-— 
ment was disallowed as an improper expenditure on Expenditure Report No. 65. 
Please write a check on the general fund reimbursing the REA construction fund 
for this amount. 


Accounts Receivable -— Other — Reimbursable Items 


Included in the above account in the ledger is $195.00 which represents the 
amount of general funds used in meeting payments on the wiring and plumbing loan 
when it became due. When sufficient collections have been received on the Notes 
Receivable for wiring and plumbing, a check should be written on the Cash - 
Installation Loan Payment Fund, payable to the General Fund. The entries to 
record the issuance and deposit of this check will eliminate the $195.00 
recorded in Accounts Receivable - Other and Accounts Payable. 


Distribution of Approved Work Orders to Plant Accounts 


. 


During the audit a schecule was prepared by the bookkeeper and entries made to 

capitalize all approved work orders to date. In the future, as approved work 
order inventories are received from REA, the necessary entry should be made 
charging the plant account and crediting Account 100.6, Unclassified Electric 
Plant in Service. 


Accounts Receivable — Suspense 

The audit revealed a difference of $375.26 between the balance of the consumers’ 
ledger cards and the accounts receivable control account. This was transferred 
to a deferred debit account. If a thorough investigation fails to reveal the 
source of the discrepancy, board approval should be secured for writing the 
amount off to expense. 


Very truly yours, 


Je C. Johns, Auditor 
REA Finance Division 
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PART V 


AUDIT WORKING PAPERS 
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UNIFORM WORKING PAPERS 


The audit working papers consist of exhibits, journal 
entries, schedules, analyses and summaries which the 
auditor prepares during his examination of the bor- 
rower’s accounts and accounting records. These papers 
support the data in the financial statements and 

audit comments as well as indicate the extent and 

scope of the examination. They constitute the per- 
manent records to be filed in the Washington office of 
REA for each audit completed. Reference is frequent - 
ly made to these records for use in preparation of 
reports and clarification of accounting problems and 
questions relating to the borrower involved. These 
working papers also indicate the adequacy of the audit 
work completed and compliance of the auditor with the 
instructions regarding the particular assignment. It 
is essential, therefore, that these papers be presented 
uniformly and be standardized as much as possible. 

The extent of standardization possible along these 
lines has definite limitations which must be recognized. 
The extent of uniformity desired in working papers is 
to achieve maximum efficiency of the audit staff with- 
out sacrificing individual initiative, creative abili- 
ty in planning effective methods of presentation of 
reports, and freedom in exercising individual judgment. 
The degree of standardization is, therefore, limited to 
establishment of minimum general requirements for 
preparation of audit working papers, minimum informa- 
tion to be presented, and recommended forms. The 
principles governing the preparation of working papers, 
which are set forth in this section, must be applied to 
the working papers for the specific assignment and the 
resulting report will be a uniform presentation insofar 
as it is possible to achieve uniformity. It 1s recog- 
nized that it is impossible to establish definitely the 
particular items which may appear in any account in the 
books of the borrower. It is not the intention of this 
handbook, therefore, to establish inflexible regula- 
tions for the preparation of working papers for each 
specific account in the borrower’s records. However, 
it is possible to set forth the general principles to 
be followed in the preparation of all working papers 
and the information required by REA in the analyses or 
schedules of certain accounts. It is also desirable 

to present recommendations for the form of working 
papers with the understanding that conditions will 
necessitate the changing of the form to meet the re- 
quirements of the individual assignment. 


ies 
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The working papers submitted by the auditor are divide 
into two general classifications, that is, exhibits an 
schedules and analyses. The distinction in these two 
general classifications 1s functional, and as such, can 

be defined as follows: 


1. Exhibits are prepared for the purpose of showing 
the end result of the auditor’s examination of 
the borrower’s records and are supported by the 
detailed information included in the schedules 
and analyses. The auditor should not confuse 
the exhibits included in his audit report with 
the financial statements, which are also termed 
"exhibits." 


2. Schedules and analyses are prepared to show the 
verification of account balances appearing on 
the trial balance, and are arranged accordingly. 
These papers show the details supporting the 
exhibits. 


General Principles for the Preparation of Working 

Papers. The general principles involved in the pre- 
paration of audit working papers should be carefully ee 
followed in all instances. The procedures enumerated 
below are to be observed in the preparation of working 
papers. 


1. Working papers should be prepared on standard 
size paper, 8% inches by 14 inches, or paper 
which can be folded to this size. 


2. Working papers should be securely bound at the 
top of the report with a metal fastener to 
prevent papers being lost in handling. 


3. A cover of durable paper should be provided for 
the report and the name, address, and REA 
designation of the borrower, type of audit con- 
ducted, period covered by the audit, date of 
preparation and name of auditor or auditors con- 
ducting the examination should be typewritten on 
this cover. 


4. The audit working papers should be indexed 
according to the uniform plan and arranged in 
the report in the order of the table of content@® 


5. All working papers must be neatly prepared and 
all writing and figures must be legible. 
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6. Each working paper should be identified by the 
name, address, and REA designation of the bor- 
rower concerned. 


7. The title of the exhibit or schedule and the 
period covered by the audit should be shown on 
each paper as well as the index designation. 


8. Only one subject should be covered on a working 
paper except in cases of analyses of accounts 
which can be satisfactorily prepared to show 
related accounts on one working paper. This 
statement refers specifically to the practice 
of using one-half of a sheet of working paper 
to schedule one account and the other half to 
schedule an unrelated account. 


9. Only one side of a working paper should be 
used. If both sides are used, important items 
may be overlooked. 


10. It is desirable to prepare audit working papers 
in pencil to facilitate making changes. 


11. Each schedule or analysis should contain a 
brief statement of work done over the signa- 
ture of the auditor. 


Indexing Plan. The indexing method is designed to pro- 
vide a logical sequence of all audit papers, to make 
the location of specific papers easy, and to establish 
uniformity in arrangement of working papers for all 
audits. The audit index, prepared by the auditor to 
show the index designation and proper title of each 
exhibit, schedule and analysis included in the working 
papers, should be typewritten and placed in front of 
the papers, immediately under the cover. The working 
papers should be arranged according to the audit index, 
and must follow the uniform plan. However, the auditor 
must bear in mind that working papers are not necessar— 
ily prepared in the order in which they appear in the 
index or table of contents. In the light of the con- 
dition of the borrower’s records, the circumstances of 
the assignment and the relationship between the various 
ledger accounts, the auditor will determine the se- 
quence in which the working papers wil] be prepared. 


The indexing plan for exhibits, which are placed in the 
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front part of the file of working papers, is as follows: @ 
1; 


The required exhibits are designated by pre- 
determined letters in alphabetical order. 
Subsidiary exhibits to the principal exhibits 
will be designated by the letter assigned to 
the principal exhibit followed by an Arabic 
numeral. An example of a subsidiary exhibit 
is the journal entry exhibit ("Al") which 
supports the working trial balance ("A"). The 
predetermined exhibit designations are as 
follows: 


Exhibits 


A - Working Trial Balance 
Al - Audit Journal Entries 
A2 - Summary of Audit Journal Entries 
B - Summary of Changes in Utility Plant 


The designations indicated above must be used 
for the exhibits to which they are assigned 
and cannot be used to designate any other 
exhibit. 


If exhibits which are not included above must 
be prepared to meet the requirements of the 
specific audit examination, such additional 


exhibits should be designated by letters follow- 


ing alphabetical sequence starting with the 
first unassigned letter of the alphabet. 


The indexing plan for the schedules and analyses pre- 
pared for verification of specific accounts, is as 
follows: 


ie 


These papers must be designated by the letter 
assigned to the particular classification of 
account involved. Papers supporting the 
principal working papers should be designated 
by the letter assigned to the major account 
classification, followed by an Arabic numeral. 
Papers supporting subsidiary working papers 
should be designated by the principal account 
classification letter, the subsidiary working 
paper Arabic numeral, and a letter, in alpha- 
betical sequence. 


The general plan followed in designating 
letters of the alphabet to the account 


* 
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classifications is as follows: 


Assets and other debits are designated by 
single letters. Liabilities and other 
credits are designated by double letters. 
Operating accounts are designated by num- 
erals in consecutive order following the 
double letters of RR. 


The letters are assigned in the order in which 
the accoynts appear in the Uniform System of 
Accounts, starting with the lowest account 
number first. For example, utility plant 
account is the lowest account number according 
to the control account (account 100) and is 
assigned the letter A. 


The letters assigned to the various classifica- 
tions of accounts are as follows: 


A - Utility Plant 
B - Investments 
C - Long-Term Debt Fund 
D - Cash Accounts 
E - Temporary Cash Investments 
F - Receivable Accounts 
Fl - Notes Receivable 
F2 - Consumers’ Accounts Receivable 
F3 - Other Accounts Receivable 
G - Other Current Assets 
H - Materials and Supplies 
J - Prepayments 
K - Unamortized Debt Discount and Expense 
M - Preliminary Survey and Investigation 
Charges 
- Retirement Work in Progress 
- Other Deferred Debits 


Memberships 

Long-Term Debt 

(© - Notes Payable 

DD - Accounts Payable 

EE - Matured Interest and Principal 

FF - Consumers’ Deposits 

GG - Taxes Accrued 

HH - Interest Accrued 

JJ - Other Accruals and Deferred Credits 
KK - Depreciation on Utility Plant 

LL - Contributions in Aid of Construction 
MM - Surplus Reserves 


BS wz 
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Nonprofit Cooperative) 


NN - Equities and Margins (Nonprofit 
Cooperative) 

NN - Surplus (Other than Nonprofit Coopera- 
tive) 

BR - Receipts and Costs (Nonprofit Coopera- 
tive) 

PR - Revenue and Expense Accounts (Other than 


4, The above letter designations should be used to 
identify schedules. and analyses for the account 


classification assigned and should not be used 
for any other account. 


The following examples illustrate the application of 
the indexing plan to some related accounts: 


Schedules: 


Al - Analysis of Construction Work in Progress 
- Contract (a/c 100.31) 

A2 - Schedule of Incomplete Work Orders in 

Progress - Force Account (a/c 100.32) 

Analysis of Construction Work in Progress 

Force Account (a/c 100.32) 


$ 


A3 - Analysis of Electric Plant Held for Future 


Use (a/c 100.4) 
A4 - Schedule of Electric Plant Acquisition 
Adjustments (a/c 100.5) 


AS - Schedule of Completed Construction Work Not 


Classified (a/c 100.6) 

A6 - Analysis of Intangible Plant (a/c 300 
Series) 

Bl - Schedule of Other Physical Property 
(a/c 110) 

B2 - Schedule of Investments in Associated 
Enterprises (a/c.111) 


B3 - Schedule of Other Investments 


D - Reconciliation of All Cash Funds 
Dl - Scope of Detailed Audit of Cash Transac- 
tions 


The title of the working paper should indicate whether 


it is a schedule or am analysis according to the 
following definitions of the term: : 


An "analysis" shows the details of the entries 
recorded in an account during the period covered 
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by the audit and is designed to bring out the 
important data in the transactions involved. 


A "schedule" is a list of the individual items 
making up the balance in an account as of the 
balance sheet date and is prepared for the purpose 
of verifying the account balance. A schedule is 
also used to show the method and extent of verifi- 
cation of an account balance. 


Preparation of Adjusting Journal Entries. During the 
course of an audit, the auditor will prepare some 
journal entries which may or may not be recorded on 
the books of the borrower. These entries are usually 
of two kinds, 1 - Adjusting Journal Entries, and 2 - 
Reclassifying Journal Entries. 


The adjusting journal entries are those which are 
recorded on the books and accounts by the borrower. 
These comprise the majority of the audit journal 
entries and are prepared for the express purpose of 
correcting errors of posting or adjusting accounts. 
For the purpose of reference in the audit working 
papers, they are numbered consecutively beginning with 
#1 and posted in the audit adjustment column. However, 
if they are numerous (say more than three entries to 
any one account) they are summarized and the totals 
entered on the working trial balance. 


The reclassifying journal entries are not recorded on 
books of the borrower and are used by the auditor to 
reconcile the balances shown by the books of account 
with the balances shown in the financial statements. 
These entries do not change the balances of the 
patrons’ equities nor of the surplus account. They 
are numbered consecutively beginning with #101 and, 
as there are usually few entries, they are posted 
directly to the working trial balance. 


There is another class of journal entries but the 
occasion for their use will rarely develop. These are 
proposed entries which will affect the patrons’ equity 
accounts or the surplus account and which the bor- 
rower is unwilling or unable to record on his books of 
account. The facts pertaining to these entries should 
be shown in the working papers and commented upon in 
the auditor’s report indicating what action by the 
borrower is recommended therewith. These entries 
should be numbered consecutively beginning with #201 
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but they are not posted to the working trial balance 

in the audit working papers. ; e 
General Standards for Audit Working Papers. The in- 
formation presented in the audit working papers should 
meet the standards set forth in this handbook to 

assure that the report contains al] the essential in- 
formation in an understandable manner. The following 
standards should be adhered to in the preparation of 
working papers: 


1. ‘chedules or analyses must be prepared for all 
accounts listed in paragraph 325 appearing on 
the balance sheet if there has been any activ- — 
ity in such accounts; provided such activity 
resulted in an ending balance or involved 
transactions having a bearing on the financial 
position at the audit date or affecting 
accounts commented upon in the audit report. 

If no activity has occured in the account since 
the last audit, a summary of the prior audit 
balance should be carried forward to the pre- 
sent audit working papers. 


2. Working papers must be complete and should show e 
sufficient detail to be understandable to an 
individual not familiar with the details of the 
records of the borrower involved. 


3. Details such as names, date, descriptions, 
reference to original accounting evidence as to 
check numbers, invoice numbers, and other per- 
tinent data must be shown on schedules which 
are designed to show the composition of an 
account balance. 


4. Analyses must show general ledger references 
and amounts with the original entry reference, 
descriptions, amounts and accounting distribu- 
tion comprising the amount of the general 
ledger entry. Transcripts of ledger accounts 
are not analyses of such accounts and under 
normal conditions, should not be prepared. 


5. The details of the accounting distribution in 
analyses must be presented to bring out the 
desired information in a manner which accurate-_ 
ly reflects the data considered pertinent in  { 
the account. 


PAR. 


10. 


gh 


iz: 


Audit adjustments affecting accounts should be 
indicated on the analyses or schedules of the 
accounts involved. If the supporting data for 
a journal entry appear on a working paper, 
reference should be made to journal entry num- 
ber which is supported by that working paper. 


Schedules or analyses of related accounts must 


be tied in with each other and must be in agree- 


ment. Related accounts should be reconciled on 
working papers when practicable. 


Journal entry explanations must give reference 
to the original entry, or to working papers 
detailing the original entries involved. The 
reference to original entry shall include date, 
source of original entry, check numbers, names, 
descriptions, amounts and accounts affected by 
original entries. 


Journal entry explanations must present ade- 
quate justification for making the adjustment 
by giving the details of the transactions 
involved. 


When journal entry explanations refer to ex- 
hibits, schedules or analyses, such working 
papers must be identified and the explanation 
must include a statement to the effect that the 
borrower has a copy of the schedule or analysis 
in his file. The same amounts appearing in the 
journal entry shall appear on the exhibit, 
schedule or analysis supporting the entry, and 
must be identified on such supporting papers 

by the journal entry number adjusting the 
account. 

Journal entries affecting prior accounting 
periods must be identified by the number of the 
account affected, and the year to which the 
adjustment is applicable. 


The working papers should show the extent and 
scope of the auditor’s examination of the 
accounting records by a statement of the 
verification made by the auditor for each 
balance presented. 
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(324) .-Recommended Working Paper Forms. The, model working 
papers, illustrated in the appendix, show the recom- 
mended form of exhibits, analyses and schedules which 
are usually included in an audit report. Since these 
forms are designed to provide the information con- 
sidered essential for a particular working paper, the 
auditor will find them adequate in nearly all cases, 
and should adhere to the standard presentation. 
However, if the auditor determines that the prescribed 
form of schedule or analysis will not be adequate for 
a particular situation, he should expand the recom- 
mended basic standard working paper to meet his require- 
ment. The purpose of standards for working papers is 
to achieve uniformity but not uniformity at the expense 
of impairing the value of the individual audit report. 
The auditor should constantly: strive to improve work 
methods through analysis of procedures and audit work- 
ing papers. The field audit’ staff is encouraged to 
make suggestions for the betterment of the audit pro- 
cedures. 


(325) The analysis and schedules as hereinafter described & 
for the following accounts are mandatory if there has 
been any activity, provided such activity resulted in 
an ending balance: or involved transactions having a 
bearing on the financial position at the audit date or 
affecting accounts commented upon in the audit report. 
Care should be taken to read the text related to each 
exhibit and schedule since trial balance or other forms 
may be substituted: under other: circumstances. 


100.31 - Construction Work in Progress - Contract 

100.32. - Construction Work in Progress - Force 
Account (and tie-in with list of 
uncompleted work orders) 

100.6. = Unclassified Electric Plant in Service 

- (and tie-in with: list of completed 

work orders) 

120.1 - Cash-General 

120.2 - Cash-REA Construction Fund-Trustee 


122 - Petty Cash 

123 - Temporary Cash Investments 

124 - Notes Receivable == 5 

125.1 - Accounts Receivable Electric Consumers 

125.2 - Other Accounts Receivable ~ ss 
132.2 - Other Prepayments e 
144 - Retirement Work in Progress ’ 
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(326) 


D 3x7 


222.1 - Accounts Payable-General 

222.2 - Accounts Payable-REA Construction 
265.1 - Contributioris in Aid of Construction 
yt - Donated Capital 

273.1 - Operating Margins 

273.2 - Nonoperating Margins 

273.3 - Capital Gains and Losses 

301-303- Intangible Plant 

310-336- Production Plant 

340-349- Transmission Plant 

350-363- Distribution Plant 

370 - Land and Land Rights 


371 - Structures and Improvements 
391 - Electric Plant Purchased 
392 - Electric Plant Sold 


393 - Donations in Aid of Construction-Credit 


The preparation of the remaining schedules is op- 
tional if the borrower's records are maintained in an 
acceptable manner and the audit reflects no adjust- 
ments necessary to the accounts being audited. Under 
such circumstances, the auditor may substitute the 
following certification in lieu of the schedules 
recommended: 


Designation of Borrower 


I hereby certify that the following accounts of the 
above-named borrower have been audited in the 
manner prescribed by the REA Handbook for Field 
Auditors; the audit reflects that the borrower has 
maintained his accounts in accordance with the REA 
Uniform System of Accounts and no adjustments to 
such accounts are required. 


ACCOUNT NO, AMOUNT 


REA Auditor 


Also, when minor adjustments are involved which may be 
readily identified, such as an omission or posting to 
a wrong account, simple schedules reconciling the 
accounts and clearly identifying the required adjust - 
ment may be substituted for the schedules recommended. 


Audit Table of Contents. The table of contents, as 
shown, is a systematic listing of all principal 
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exhibits and schedules representing the file of work- e 
ing papers. Not all of the exhibits and schedules 
may be required or be applicable to the particular 
assignment. Such working papers would, therefore, be 
omitted from the listing. If other exhibits or 
schedules are required they should be prepared and be 
included in the listing. These should be given a num- 
ber which would follow those as shown on the form and 
filed under the lettered caption to which they apply. 
The genera] indexing plan as described in paragraphs 
314, 315, 316 and 317 of the manual should be closely 
followed. 
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State 23 County 
Center County Electric Cooperative 


i) Town, State 


TABLE OF CONTENTS 
Audit for the Period 


$9 sein tr he hs he IQ 


GENERAL : 
1 Auditor’s Assignment Schedule (Form FI-172R) 
la Auditor’s Daily Time Report 
2 Audit Report 
3 Field Activities Report (Form ADN-36) 
EXHIBITS : 
A Working Trial Balance 


Al Audit Journal Entries 
A2 Summary of Audit Journal Entries 


B Summary of Changes in Utility Plant 
SCHEDULES : 
0 Al Construction Work in Progress - Contract - A/c 100.31 
A2 Incomplete Work Orders in Progress - Force Account - 
A/c 100.32 
A2a Construction Work in Progress - Force Account - A/c 
100.32 


A4 Electric Plant Acquisition Adjustments - A/c 100.5 
AS Completed Construction Work Not Classified - A/c 100.6 
ASa Unclassified Electric Plant in Service - A/c 100.6 
A6 Intangible Plant - A/c 301 - 302 - 303 
AT Production, Transmission or Distribution Plant - 
A/c 310 to 363, Inclusive 
A8 General Plant and Depreciation - A/c 372 to 379, 
250.6 
A9 Inventory of Tools and Work Equipment - Small - A/c 
Siteok 
Al0a_ Electric Plant Purchased - A/c 391 
Al0b- Electric Plant Sold - A/c 392 
All Donations in Aid of Construction - Credit - A/c 393 
B2 Investments in Associated Enterprises - A/c 111 
B3 Other Investments - Temporary Cash Investments - 
A/c 112 - 123 - 128 
CG Miscellaneous Special Funds - A/c 114 
4 D Reconciliation of All Cash Funds - A/c 114- 120- 122 
Dla Scope of Detailed Audit of Cash Transactions 
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SCHEDULES: (Cont inued) 


Dlb Sample Letter to Banks peneetins Con Stkedti oii ee 76 
Accounts (Form FI-253) 

D3a Count of Cash Collected and on Hand 

D3b Count of Petty Cash Fund 


D3c Count of Change Fund 

D4a Adjusting Report (Form FI-256A) 

D4a Page 2 - Adjusting Report (Form FI-256B) 

D4a Page 3 - Adjusting Report (Form FI-256C) — és 

D4b Adjusted Report (Form FI-256D) 

Fl Notes Receivable - A/c 124 

F2 Analysis of Accounts aaah ci Electric Consumers 

| - A/e 125.1 

F2a Aging of Consumers’ Accents Receivable - A/c 125.1 

F2b Sample Letter of Confirmation of Receivables 
(Form FI-250) 

F3 Aging of Other Accounts Receivable - A/c 125.2 

Hl Analysis of Materials and Supplies - pre tiie - Ne 

Hla Inventory of Materials and Supplies - ‘Blectrie - 
A/e 13231 

H2 Analysis of Materials ‘and pibpiies - fégale - Ae 
13152 

H2a Inventory of Materials and Supplies - Resale - A/c 
131.2 

H3 Inventory Certificate (Form FI-173D) «~~ LP : 

Jl Prepayments - Insurance - A/c 132.1 af 

J2 Other Prepayments - A/c 132.2: 

K Unamortized Loan Expense = A/c. 140 - 531 aSF 

Li Extraordinary Property Losses - A/c 141 - 506 

M Preliminary Survey and bien se ee - ah 
142 -. 539 ; 

N Retirement Work: in Peogredal = ofa: we : 

Nl Incomplete Retirement Work Orders - ‘Ale. 144 

_ AA Memberships ‘Issued - A/c 200.1 | 

AA2 Memberships Subscribed but: Uniesued ~ fe 200. 2 - 
127 

AA3 Patronage Capital and Patronage Refunds Payable - 
A/e 201 =) 224% Oo» 

BB1 Summary of Long-Term Debt ~ REA Céndifaction - ‘Alc 
134 = 135.11 - '835s12:- 213.11 = 218.12 - 213.3 

BB2 Sunmary of Long-Term Debt - REA Looegandanie rie = ‘A/c 
£/135; 21 se) 135.22: 203. 21 213.622 : 

CC Notes Payable ‘and..Interest Accrued: = “Me 290 - 229. 3 

DD “Notes Payable A/c 222 5° >") ik 

DD1 Liability Certificate ' iis 

EE Matured Principal and Interest ‘on n Long-Term Boe - 

f. ASE 225:'su 226285 22 | 
FF Consumetis ' ‘Dépdsi tis = tafe 221 
GG1 Accrued Property Taxes - Wee 208. 1 - 507. | 


SCHEDULES: (Continued) 


@ GG2 Social Security Taxes Accrued and Employees’ 
Income Tax Withheld - A/c 228.2 - 228.3 - 228.4 - 


230.2 

HHL Accrued Interest and Interest Expense on Construc- 
tion Loans - A/c 213.3 - 229.1 - 530.1 

JJ Other Accruals and Deferred Credits - A/c 230 - 241 
- 242 

KK1 Computation and Reconciliation of Depreciation on 
Distribution Plant - A/c 250.5 - 503.5 

LL1 Contributions in Aid of Construction - A/c 265.1 

LL2 Consumers’ Contributions for Debt Service - A/c 
265.2 

VM Miscellaneous Margin Reserves - A/c 258 

NN Donated Capital - A/c 272 

NN1 Earned Surplus - A/c 271 

NN1 Patronage Capital and Other Member and Patron 
Equities 

NN2 Miscellaneous Credits to Surplus - A/c 401 

NN3 Miscellaneous Debits to Surplus - A/c 414 

NN2 Miscellaneous Credits to Patrons’ and Members’ 
Equities - A/c 402 

NN3 Miscellaneous Debits to Patrons’ and Members’ 


Equities - A/c 415 
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Auditor's Assignment Schedule. This form represents 

the authority for the auditor to proceed with the 

audit as assigned. Upon completion of the work the 
field auditor must sign and date the form as shown 
thereon. The "Time Required" must be in agreement + 
with the auditor’s daily time report and any dis- ' 
crepancies or variations must be stated by comments on 
the auditor’s assignment schedule. 


m 


REA Form Fl — 172R (11/47) 


AUDITOR'S ASSIGNMENT SCHEDULE 
» Name of Borrower: Assigned To: 


Address: ee ee ee ee | Date Assigned’ 


Assigned By: 
Assistant Regional Head 
Designation: 


Type of Assignment Estimated Dates of Assignment: 
Balance Sheet Audit: From __To 
Installation ASSIgnMeNnt..ecececeesececeere Actual Dates of Assignment: 
OperaticnsS ASSIGNMENT. .ceeersceceesensevcess From To 
B. Detailed Audit ASSIgMMENt,....eeeeeeeeeeoees Period Covered: 
Co CONStruUction AUditecccccceecccvarseesescsces From To 
D. Special Audit Assignment: Field Auditors Time Required: 
Contractor’s and Engineer’s Payments....... Total actual time incl. travel 
Special Report ASSighMeNnt..ccececccrecscves Payroll time reported 
URPDOMMIA WE SAlUelejcivio’cereisje occoistssiasisa'awininiseis oe Audit Report No. 


SPECIAL INSTRUCTIONS ON AUDIT ASSIGNED 


7) COMMENTS FOR NEXT AUDIT 


Audit Conducted By: Date: 
Approved By: Date: __ 
Reviewed By: Date: 


————_— 


Final Review By: Date: 


Ee 
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(329) 
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Auditor's Daily Time Report. The time report must be 
included in the working papers for every assignment. 
It is maintained by the field auditor and the time 
devoted to the various activities as listed thereon 
should be recorded in multiples of half hour pertocs. 
The time devoted to the various activities should be 
distributed and entered on the schedule at the close 
of each day. Too often this is not done with the 
result that after a lapse of time the correct distri- 
bution will have been forgotten. Any estimate sub- 
sequently made may be incorrectly stated and will not 
serve the purpose for which this form is required. 
Time devoted to test check procedure should be allo- 
cated to the various items shown under Verification, 
Exhibits and Schedules. 
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Balance" as of audit date is optional. 
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(331) Axhib1t Az — Audit Journal Entries. All journal 
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entries prepared and used by the auditor in the current 
audit period must be included. The schedule shall be 
on an §4" by 14" analysis paper similar to that of 
standard journal entry form. The entries should be 
listed in numerical sequence by AJE No., should show 
the account number and the account title and should re- 
flect a full explanation of their purpose. The entries 
must be posted to the appropriate working papers and to 
the "Summary of Audit Journal Entries" or to the 
"Working Trial Balance" directly. 


State 23 County AUDIT JOURNAL ENTRIES 
d Center County Electric Cooperative 


Town, State as of June 30, 1950 


ACCOUNT NO. DESCRIPTION CREDIT 


mee 
Unappl ied Payments - Long Term Debt 
Miscellaneous Credits to Patronage Capital 

To transfer to proper account the payment made to U. S. 
Treasury on General Fund Check No. 362, (charged to 
Account 530.1 in error) dated November 25, 1949. This 
remittance was properly treated by REA as an unapplied 
payment on the principal of the B2 note. 


Accrued -|ncome Tax : 
Accrued Employees’ Income Tax Withheld 
To transfer to proper account the amount of employees’ 
salaries withheld for income tax purposes and not yet 
remitted to Internal Revenue. Account 228.6 is to be 
used for accrual of income tax liability incurred by 
an organization itself. 


-3- 
Long-Term Debt - Construction Executed Notes 
Unapplied Payments — Long-Term Debt 
To re-apply payment made to the U. S. Treasury on 
General Fund Check No. 437, dated June 30, 1950, which 
actually represented payment af principal on Ai note 
and was so treated on the records of REA. 


EXHIBIT - Al 
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(332) Exhibit 4g — Summary of Audit Journal Entries. This 
schedule need not be prepared if the number of journal 
entries to a single account does not justify it. The 
usual 14 column analysis paper should be used for this 
exhibit, each column to contain an account to be ad- 
justed. The columns may be divided into three or four 
sections, depending upon the number of entries to be 
posted to one account. The columns should be numbered 
in sequence starting with the lowest number of the ac- 
counts affected. The debits should be entered in black 
and the credits in red with the totals thereof being 
carried forward to the working trial balance. 
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(333) Exhibit B - Summary of Changes in Utility Plant. 


purpose of this exhibit is to show, in summary form, 
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the changes made during the period of dudit in the sev- 
eral accounts comprising the utility plant. 


The 


The de- 


tails are extracted from other schedules hereinafter 


described which are prepared in the process of verifi- 
cation of the additions, retirements and other changes 
This exhibit should not be prepared 
unless required in writing by authorization of the 
Chief of the Finance Division or unless the information 
shown therein is required by state or other regulatory 


in these accounts. 


body. 


l. 


2. 


In preparing this exhibit the following points 
should be observed; 


The "Balance-Prior Audit" should be in agreement 
with the figures shown in the prior audit report 
The "Additions" and "Retirements" columns should 
contain the actual net physical change in each 
of the several classified utility plant accounts. 
Corrections of erroneous book entries for addi- 
tions and retirements made during the current 
audit period are to be added or deducted in the 
respective columns as the case may be. 


The changes during the audit period in the un- 
classified plant accounts, except the electric 
plant acquisition adjustment account, should be 
shown in the net amount. 

The write-offs of the acquisition adjustment ac- 
count should be shown in the colum for retire- 
ment and the net additions and other deductions 
should be inserted in a net figure in the colum 
for additions. 

The "Reclassifications" colum is used for the 
purpose of reflecting the corrections in the ac- 
count classifications between plant accounts, and 
of entries involving classifications of acquired 
plant or. plants sold. The totals of the debit 
and credit columns under this heading should be 
equal. 

All changes shown on this exhibit must be sup- 
ported by and tied into summary figures of audit 
working papers analyzing the accounts involved. 


Schedules need not be prepared for those accounts 
which reflect no changes during the present audit 
period. 

The total of the "Retirement" column opposite the 
total classified plant should be reconcilakle 
with the net amount of retirements charged to 
Account 144, as stated, by analysis of the re- 
tirement work in progress account (Schedule N, 
Retirement Work-in-Progress). 

The "Total Utility Plant" as of the present audit 
date must be in agreement with the general ledger 
account after taking into account all the ad- 
justing journal entries. 


a 


a 


*Sys0 — 9414 —(9) 
(suolzonpag 38N) JO Suo}i!ppy 328N —(a) 
(149) 40 *4g — abueyd 19N -(8) 


ANVId GIISISSVIONN - TWWLOL 


ii 
aed 


SESS (9) ( Squawisn[ py uolzISINboy 4Ueld 2143999 
ae ae | ee (e asN a4nyn4 4JOy PL9H yUeLd 91479913 
<= =————— | S4AY10 0} paseaT yuri d 21439919 
aa a et ssaiboid U! 440M — TVLOL 
a | 2 (2) GdIAJIS Ul ZUCLd 914499819 paljsssse_oun 
ee ee el (e) gunoosoy 80404—ssasboud Ul 44JOM UO!}9NIYSUOD 
(es Pe ee (e) 40e14U09—SSe16o0i1d Ul ¥JOM UO! 3y9N44SU0D 
Tyueld parsisseioun 
BOIASSS NI LNWd 91810373 - WWiLOlL 


yuUeLld L[e4suay — WVLOL 
(quawdinbz snosue,{Le9s!W — N41) “930 
szy6)y puey pue purq 

tyueld [esauay 


yuetd YOIyNgiiysid — WlOl 
(sweysks eubys 
pue 6ul 4617 39843S — N4y1) “979 
syy61y puel pue pure) 
4UR[d UOLINGII3SIG~ 


sae ae | 

ran ® qIpesd — UOJZONAYSUOD JO ple Ul SUO!zeUOgG 
paseyoind 4UeLd 91439019 

cS a es | IWWid Ga1atSSv10 ~ W101 

a. ed 

ee ar | 

BE 


quetd alqiBuequ! — Iv1ol 
quetd atqibuezu| Snoaue, [90S1W 
sjugsuo) pue sesiyoues4 
uolzez!urb40 
tqueld atqibuezul 
@DIAJOG Ul BURL g 91429813 


11930 ‘ 
Siwawayli3a| sndistaay| | SXF “F Aine as 
30NVIVe SNOTIVOISISSWIO3u Liany Yoldd 
aaisnrav G01uad LIGNY ONIYNG S3ONVHO ~ 20Nv1va 
est 0.” 6T wo44 


ANVId ALIVILN Wi0L 


S°O0T 
t°O0T 
2 °O0T 


9°00T 
Z€°O0T 
TE*OOT 


€6€ 
26€ 
T6E 


6LE 
ole 


€9€ 
ose 


€0€ 
Z0€ 
TOE 


T°O00T 


“ON 


LNNODDV 


@IBIS ‘UMOL 
INV1d ALITILA NI S3ONVHD @A1ZB1EdOO) 91439013 AzuUNOD 40}U99 
40 AYVWANS Ayunod €Z &38IS 


EXHIBIT B 


203 


PAR. 


(334) Schedule A1 - Construction Work 1n Progress — Contract. 
This schedule is an analysis of the general ledger ac- 
count and should contain the nature of the charges and 
credits entered therein. The items must be properly 
checked out. If the borrower maintains subsidiary rec- 
ords in detail which can be checked and verified, a 
trial balance thereof with proper notations may be sub- 
stituted. The borrower should also maintain the sub- 
sidiary records to determine the cost of contract con- 
struction which was paid from general funds and not 
reimbursed from REA Construction Fund. This record 
should be checked for accuracy. The audit adjustment 
column is used by the auditor as the medium for summa- 
rizing the adjustments which are necessary to clear 
certain items from the account. The total net balance ¢ 
as of the date of audit should agree with the general 
ledger account after including the auditor’s adjusting 
journal entries, which should appear at the bottom of 
the schedule. 
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(335) Schedule Az - Incomplete Work Orders in Progress — 
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Force Account. This schedule is a trial balance of the 
subsidiary cost record of the incomplete force account 
work orders and inventories. The schedule may be pre- 
pared by the borrower but it must be checked by the 
auditor. A statement thereon must show the extent of 
his verification and the cost of the work orders, 
methods used in checking the accuracy of borrower’s 
records and periods for which the detailed check was 
made. 


A/C 100.32 


State 23 County INCOMPLETED WORK ORDERS IN PROGRESS 
Center County Electric Cooperative FORCE ACCOUNT 
x) Town, State as of ee 
ehh LABOR AND ites 
ORDER MATERIALS OTHER TOTA 
NO. 


» 


SCHEDULE A 2 
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(336) Schedule Aza - Construction Work in Progress — Force 
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Account. This schedule must be prepared in those cases 
in which the trial balance of the incomplete work order 
or inventory cost record 1s not in agreement with the 
general ledger account. This analysis is required in 
order to determine the adjustments necessary to bring 
the subsidiary records into agreement with the general 
ledger account. In making this analysis, the clearance 
to the Unclassified Electric Plant in Service should be 
summarized by materials, labor and other. These totals 
should then be applied to the analysis to determine the 
component cost remaining in this account, thereby form- 
ing the basis of the adjustments. The analysis could 
be prepared by the borrower but it must be verified by 
the auditor by means of a sufficient test-check of the 
items entered in the general ledger account. 


A/C 100.32 
State 23 County CONSTRUCTION WORK IN PROGRESS~- 
: Center County Electric Cooperative FORCE ACCOUNT 


9 Town, State as of {g== 
CREDITS 
DEBITS ¥ 


MATERIAL LABOR & OTHER MATERIAL LABOR & OTHER 


SCHEDULE A 20 
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(337) Schedule 4y - Electric Plant Acquisition Adjustments. 


The details of the acquisition adjustments pertaining 

to each acquisition shall be kept separate. Those 
acquired during the previous periods should be brought 
forward from prior audit papers to which should be 

added those acquired during the current audit period. 

The acquisitions since the prior audit must be verified 

by the auditor. The amount amortized (debits and 

credits) must be checked for accuracy and propriety and 
tied into the accounts affected. Proper notations 

should be shown on the schedule as to the extent of the e 
auditor’s verification. 


430 N3LLIYA SLNNOWY 


LNNOWY 31va 40183d 
JONVTVE 
43n 


ANSWLSNCOVIONTGNTON! ) 


13N 


3SvHouNd 


SLNAHLSNCAY NOILISINODY 
LNW1d 91919373 
G"001 9/V 


WILISIMOY | og 5 woiianioeae NOILISINODY 
TWNID1YO 40 31va 


jo SU 


@7BIG ‘UMOL 
@A13B410d009 31439019 AZUNOD 40}UeD 


AyUNOD EZ O3"IS 


SCHEDULE A & 


21] 


PAR. 


(338) Schedule 45 - Completed Construction Work Not Class1— 


245 BY 


fied. This is a trial balance of the cost of the com- 
pleted construction work orders which have not been 
reported on an approved inventory schedule or for which 
a final approved inventory has not been received. The 
schedule may be prepared by the borrower but it must 

be test-checked by the auditor and proper notations 
made thereon as to the extent of the check. 


A/C 100.6 


State 23 County COMPLETED CONSTRUCTION WORK 
Center County Electric Cooperative NOT CLASSIFIED 
Town, State 


as of 


DATE 
COMPLETED 


CONTRACTOR 
& SECTION * 


La Daler ay anal is ERE Ye 

BORROWER‘ S TOTAL 

WORK ORDER COMMENT 
- cost 


SCHEDULE A © 
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(339) Schedule Asa - Unclassified Electric Plant in Service. 
This is a listing of all construction work completed 
at the close of the audit, plus that completed during 
the current audit period, less the cost reflected on 
the final inventories or work orders approved by REA. 
This schedule must be compiled if the trial balance of 
the subsidiary record does not agree with the general 
ledger account. The borrower may keep a detail record 
of these entries or he may prepare such listings, in 
which event, the auditor must make a thorough test- q 
check of the charges and credits to this account. The 
schedule should show the extent of the auditor’s 
verification. 
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(340) Schedule 46 - Intangible Plant. This schedule should 
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be prepared for the analysis of any of the following 


accounts which may reflect a change during the current 


audit period: 


Organization (Account 301) 
Franchises and Consents (Account, 302) 
Miscellaneous Intangible Plant (Account 303) 


The colum headed General Ledger should contain a 
summary of the balances carried forward from prior 
audit plus or minus the changes during the current 
audit period. The changes during the period are dis- 
tributed to the "Additions" or "Retirements" columns 
as they apply or to the "Reclassifications" colum 5 & 
transfers to other plant or work in progress accounts 
are made from these accounts. Amortization of the 
various items in the account should be calculated on 
the adjusted balance and written off in accordance 
with REA procedure and approvals. The write-offs for 


each of the periods should be shown in separate colums 
so that the totals thereto will tie in with the amounts 
included in the operating revenue deductions. Summary 
totals should be prepared to supply the figures used in 


Exhibit B--that is, additions, retirements and/or re- 
classifications, if Exhibit B is prepared. 
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(341) Schedule Ay - Production, Transmission or Distribution 
Plant. A schedule of this kind should be prepared for m4 
any of the accounts number 310-363, inclusive, in which 
a change has been made during the current audit period. 
The general ledger column should contain the changes in 
the account during the audit period, distributed over 
the columns applicable thereto. To this must be added 
the balance as of prior audit and the total should be 
in agreement with the general ledger balance as of 
audit date. Jf the breakdown of the balance as of the 
prior audit cannot be ascertained readily from the prior 
audit papers, no further effort to determine this break- 
down should be made during the current audit. [t should 
be noted that the column "Installation Costs" will not 
be required on any schedule except for the analysis of 
Line Transformers, Account 358, and on Meters, Account 
360, and then only in those cases in which borrowers 
have not followed recommended procedure of including all 
such installation charges on work orders or inventories. 
The auditor may be able to determine the debits and 
credits to be entered in total in each column directly 
from the ledger account after applying an adequate 
check of the various items included. If so, the sched- 
ule may be arranged so that the columnar headings would 
be shown under "Description" and each column would con- 
tain an account included under this series. The net 
total of each column should be in agreement with the 
respective general ledger account balance. However, the 
auditor must state on the schedule, the extent of his 
verification of the account. 
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(342) Schedule A8 - General Plant and Depreciation. This 
type of schedule should be prepared for general plant 
accounts, No. 370 and 371 and may be used for the non- 
mandatory schedule on accounts 372 through 379, except 
377.1. A summary analysis of the depreciation reserve 
should be included on these schedules and reconciled 
with the expense account. 
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A/C 370 to 379 - 250.6 


GENERAL PLANT AND DEPRECIATION 
19.4 = 


State 23 County 
Center County Electric Cooperative 


Town, State 
¢ TOTAL 
‘ MO 
DATE dies sp DEPRECIATION 
PURCHASED DESCRIPTION DEPRECIATION 
USE RATE 


as of. 


TO 
AUDIT DATE 


SCHEDULE A 8 
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PAR e 


(343) Schedule Ag — Inventory of Tools and Equipment — Small. 


222 


This schedule is an inventory, of the tools and work 
equipment on hand as of the audit date. This should be 
prepared by the borrower and test-checked by the 
auditor. A comparison should be made with inventory 
list prepared in the prior audit to determine that the 
REA procedure in the handling of this account is being 
followed. This summary will present the information 
required for Exhibit B if prepared. 


GO { 


A/C 377 


State 23 County : INVENTORY OF TOOLS AND WORK EQUIPMENT 
Center” County Electric Cooperative 
Town, State as of 192 


DESCRIPTION UNITS ake AMOUNT 
PRICE 


SCHEDULE A 9 
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PAR. 


(344) Schedule A1oa - Electric Plant Purchased. ‘This type of 


224 


schedule must be prepared to support any balance ex- 
isting in the accounts for electric plant purchased. 
Any items not closed out as of the prior audit and 
still remaining on the books should be listed, as well 
as current items included in the balance. 


State 23 County 
Center County Electric Cooperative 
Town, State 


as of 


PURCHASED 
PRICE 


ELECTRIC PLANT PURCHASED 
ACCOUNT 391 
19 


ACQUISITION 
cosTS 


SCHEDULE A 10A 
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PAR. 


926 


(345) Schedule A1ob - Electric Plant Sold. This type of 
schedule mst be prepared to support any balance ex- 
isting in the accounts for electric plant sold. Any 
items not closed out as of the prior audit and still 
remaining on the books should be listed, as well as 
current items included in the balance. 


C 


State 23 County 
Ceater County Electric Cooperative 
Town, State 


ELECTRIC PLANT SOLD 
ACCOUNT 392 
as of ps feet 


EXPENSES 
AMO OTHER 
DEOUCTIONS 


WET 
PROCEEDS 


SCHEDULE A 108 
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PAR. 


(346) Schedule A121 — Donations 1n Aid of Construction — 
Credit. This schedule is required when any balance is 
reflected in the construction donations account. The 
description column should reflect any available infor- 
mation as to sources of the donations and the construc- 
tion work order or section to which applicable. 


228 


State 23 County 
Center County Electric Cooperative 
Town, State 


as of 


Alc 393 
DONATIONS IN AID OF CONSTRUCTION - CREDIT 


19 


SCHEDULE A ii 
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PAR. 


(347) Schedule Bo - Investments in Associated Enterprises. 
This schedule should be prepared by the borrower and 
the details thereof compared with the ledger account 
by the auditor. The evidence of investments reflected 
in the schedule should be physically examined or veri- 
fied by confirmation. Upon such physical examination, 
the auditor should obtain a receipt from the borrower’s 
personnel for the return of the securities inspected. ¢ 
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State 23 County 
Center County Electric Cooperative 
Town, State 


TYPE OF SECURITY 


DATE 
OR MEMBERSHIP 


A/C 111 
INVESTMENTS IN ASSOCIATED ENTERPRISE 


as of 19 


NAME OF COMPANY COST Medel do 
EXAMI NAT 1 OW 


il 


SCHEDULE B 2 
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PAR. 


(348) Schedule B3 - Other Investments. This is a schedule of 


a2 


investments owned by the borrower at the beginning of 
the audit period and those acquired or sold during the 
period of the current audit. The securities on hand 
as of the audit date should be physically examined or 
verified by confirmation from the custodian. After 
inspection of securities or count of cash, the auditor 
should obtain the signature of an employee of the 
borrower on the working paper tabulating. the assets 
which were inspected or counted under a statement sub- 
stantially as follows: 


"Received from , REA Auditor, 
Securities as listed hereon, (or cash and cash 
items counted in a total amount of §$ ; 
receipted invoices of $ ), at an aggregate 
amount of $_________ recorded on the books as of 


________—=«49_ ~——_,_-which was (were) counted (or 


inspected) in my presence and returned to me intact. 


o 
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(349) Schedule C - Miscellaneous Special Funds. A schedule 


234 


of this type nay be used for each of the several cash 
funds which have been segregated for specific purposes. 
Separate decimal accounts are maintained for each type 
of fund and the heading of the schedule should be 
changed to correspond thereto. The funds must be 
checked for accuracy and propriety. [In this connec- 
tion, reference should be made to minutes of directors’ 
meetings or to other. authorizations for establishing 
and maintaining the funds. A reconciliation of the 
bank accounts should be included on Schedule "D" and 
the balance as of the audit date should be confirmed 
by the depository. 


€ 


eo 


State 23 County 
Center County Electric Cooperative 
Town, State 


Balance at peginning of audit period 


Plus — Recefpts (Specific fequirements) 


Less — Disbursements (Spec|fic Requirementis) 


Balance as pf audit date 


(Bank Reconciliation |ncluded on Sche 


as of 


A/C 118 
MISCELLANEOUS SPECIAL FUNDS 


19 


SCHEDULE C 
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PAR. 


(350) Schedule D - Reconciliation of All Cash Funds. All 


89 


cash funds, including petty cash funds, should be in- 
cluded on this schedule. Where several bank accounts 
are used for one fund, a subtotal of all items in that 
fund should be shown, or should be detailed on a sub- 
sidiary schedule. Petty cash and change fund trans- 
actions during the period should not be shown except 
for increases and/or decreases in these funds. Recon- 
ciling items should be shown on supporting schedules 
giving details of items included, indexed with the 
schedules for the appropriate accounts. 
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PAR. 


(351) Schedule Dia - Scope of Detailed Audit of Cash Transac- 
tions. This schedule should be completed by the 
auditor as evidence that a sufficient test-check of the 
cash transactions was made. [If any errors are noted, 
appropriate comments should be made under "Remarks." 
However, if improper accounting treatment is noted, all 
transactions of the type in which the faulty treatment 
is disclosed should be referred to the Assistant 
Regional Head for a further examination. 


State 23 County 


Center County Electric Cooperative 
Town, State 


1. 
2. 


3. 
4, 


5. 


7. 


1. 


2. 


3. 
4, 


9. 


10, 


CASH RECEIPTS RECORD — To what extent did you: 


CASH DISBURSEMENT RECORD — To what extent did you: 


Signed by 


SCOPE OF DETAILED AUDIT OF CASH TRANSACTIONS 


Trace dally receipts per cash book to bank deposits 

Trace cashier's stubs and cash tickets into the 
daily cash collection sheets 

Test footings of daily cash collection sheets and 
trace totals into the cash received record 

Test postings of cashler’s stubs and cash tickets 
into the respective subsidiary records 

Test footings of: 
(a) Net cash received column 
(b) credit columns 
(c) Cross footings 

Test postings of account distribution columns into 
the general ledger accounts 

Scan all entries and verify the propriety of any 

unusual items not Included in the test check 


Examine paid checks for signature, bank cancellations 
and endorsements 

Trace cancelled checks to cash book entries and 
compare with payee, date and amount 

Account for pre-numbered checks 

Examine checks drawn to cash, banks or empolyees 
(except for salary checks) for propriety 

Examine invoices from vendors or other accounting 
evidence for payment 

Trace charges for consumer's checks returned by bank 
to subsequent collection. and redeposits 

Test footings of: 
(a) Net cash disbursed column 
(b) Debit columns 
(c) Cross footings 

Trace charges into the respective subsidiary records 

Test postings of account distribution columns with 
the general ledger accounts 

Scan all entries and verify the propriety of any 

unusual items not included in the test check 


eS GEST ir 3 eae 


Auditor 


EERE war 1 Gao 


Auditor 


MONTHS CHECKED 


SCHEDULE D i ¢ 
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(352) Schedule Dib — Sample Letter to Banks Requesting Con- 


240 


firmation of Accounts. This letter of confirmation 
should be sent to all banks with whom the borrower has 
done business during the audit period. The letter 

should request confirmation of the balance as of the 

date of the bank statement to which the bank account is 
reconciled and as of the date of cash count, if 

required. ¢ 


x 


Form Fl — 253 


UNITED STATES DEPARTMENT OF AGRICULTURE 
RURAL ELECTRIFICATION ADMINISTRATION 
Washington 25, D. C. 


To: 


Dear Sirs: 


In connection with the audit being made of the books and accounts 


of 
we desire confirmation of the balances of accounts with you. 


Please give us the information as stated on the reverse side hereof. 
A return addressed (postage free) envelope is enclosed for your reply. 


Yours very truly, 
Rural Electrification Administration 


Auditor, Finance Division 


It will be appreciated if you will 
comply with the request of the 
REA Auditor. 


(Deposi tor) 
(Signature) 


(Title) 


SCHEDULE D fb (page 1) 
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To: , REA Auditor 
Dear Sirs: 


Depositor 


At the close of business as of the dates indicated, our records reflected the following balances 
to the credit of the above depositor subject to withdrawal by check except as noted under 
‘Remarks’: 


Yours very truly, 
(Bank) 


By 
(Title) 


SCHEDULE D tb (page 2) 


(353) Schedule D3a - Count of Cash Collected and on Hand, 
The cash on hand should be counted in the presence of 
the cashier or other employee responsible therefor. 
After the cash has been counted, the schedule should 
be signed by this employee as acknowledgment for the 


return of the cash and other items comprising the fund. 


The statement should be similar in form to that shown 
under Schedule B3. A reconciliation of cash collected 
and on hand should be made with the receipts from the 
audit date to the date when the cash was counted. The 
undeposited cash on hand should be traced to the sub- 
sequent deposit and the receivables affected thereby 
should be reconciled to prevent "kiting." It is not 
considered usually necessary to list the individual 
checks, money orders, collection slips, and receipts 
or vouchers. A tape may be prepared from the individ- 
ual items and attached to substantiate these totals. 
The total of the schedules should be reconciled with 
the general ledger account. 


242 


t 


State 23 County COUNT OF CASH COLLECTED AND ON HAND 
Center County Electric Cooperative 
Town, State Date 


CURRANCY — Denomination Amount 
$ 50.00 
20.00 
10.00 
5.00 
2.00 
1.00 


Denomination 
Dollars 
Halves 
Quarters 
Dimes 
Nickels 
Cents 


Total |— Currency and |Coin 


Check$ and/or Money drders: 


Total |Checks and/or Money Orders 


Total |Cash on Hand 
Change Fund 
Total |Cash Collections 


Colledtion Slips 


Total |Collection Slips 


Schedule D Za 
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PAR. 


(354) 
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Schedule D3b - Count of Petty Cash Fund; and Schedule 
D3c — Count of Change Fund. The cash on hand should 
be counted in the presence of the cashier or other 
employee responsible therefor. After the cash has 
been counted, the schedule should be signed by this 
employee as acknowledgment for the return of the cash 
and other items comprising the fund. The statement 
should be similar in form to that shown under Schedule 
B3. The auditor should note the age of checks, the 
IOU’s and other receipts included, and should investi- 
gate all doubtful or irregular items. The balances 
should be reconciled with the general ledger account. 


3, 


State 23 County : COUNT OF PETTY CASH FUND 
Center County Electric Cooperative 


.) Town, State Date 19 @ 


zz 


Amount 


Receipts|or Vouchers: 


ger Account 


ia ea hortage) 


Schedule D 3 b (Patty Cash Fund) 
Schedule D 3c (Change Fund - If separate from Collections) 
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PAR. 


(355) Schedule Dga — Adjusting Expenditure Report. This 
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schedule is prepared from the audit of the expenditures 
of the REA Construction Fund as reported by the bor- 
rower on their expenditure reports. The first page of 
the adjusting report should contain the classification 
of expenditures for the period of audit. Column 4, 
which contains the "Disbursements to be Audited," 
should represent the gross amount as shown in columns 
2, 4, and 6 of the cooperative’s expenditure report as 
of the audit date, less the approved disbursements as 
per the prior audit. Column 3 should reflect the dis- 
bursements which have been audited and were approved ¢” 
during the current audit. Columns 5 and 6 should ( 
represent the disallowances and suspensions, respec- 
tively, as listed in-detail on pages 2 and 3 of this 
report. 


e) 


REA FORM FI - 256A 
(3/48) 


ADJUSTING REPORT 


PROJECT DESIGNATION 


NAME OF BORROWER 
DATE SENT 


FOR THE PERIOD FROM TO 


DISBURSEMENTS ; ae DEBIT ais 
DIS ME SUS PEN 
BY PURPOSE TO FUN 
DISBURSEMENTS |TO BE AUDITED jor ips be 
(Column 1) (Column 2) (Column 7) 


1, (a) Contractor - Sec. 


Sec. 


Sec. 


Meters 


- Meter Installation eer ogre: | 


4. Transformers 


- Legal fees = Sec. 


6. Miscellaneous legal expenses 


= 
ras 
o 


(a) Contract — Sec. 


Sec. 


ENGINEERING 


(bd) 


Preallocation expenses 
Ri ght-o f-wa 


expenses 


General overhead 


‘14. Material 


15. Labor and other 


SCHEDULE Dua 
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REA FORM FI - 2568 


(3/48) 


ADJUSTING REPORT 


CORRECTED 


REPORTED 


(Column 2) (Coluan 3) (Column 4) (Column 5) (Column 6) 


AMOUNT 


PURPOSE NO. 


DATE 
(Column 1) 


500.00 


AT 
at 
TE 


500. na 


896 
921 5( C1) 


1947 
1947 


Sept. 7. 


Au 


SCHEDULE D4¥a — Page 2 
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REA FORM FI - 256C 


& 
: 
Oo 
= 
= 
8 
3 
< 


REASON FOR DISALLOWANCE 


REPORTED 


CHECK NO. 


(Column 4) 


(Column 3) 


1,000.00 


SCHEDULE D4¥a Page 3 
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(356) 


250 


Schedule Dab — Adjusted Expenditure Report. This 
report is a corrected expenditure report prepared by 
the auditor upon completion of his audit of the ex- 
penditures as reported by the borrower. The adjusted 
report reflects the adjustments developed in the pre- 
paration of Schedule D4a - Adjusting Expenditure 
Heport. A copy of the adjusted report should be fur-- 
nished to the borrower for submission to REA. The 
borrower’s copy should bear the following statement: 


Audited-as<of) ==: ) eee ee 

Date Prepared A Be Den: 

Prepared by : 
Auditor 


REA FORM FI - 2560 
(3/48) 


ADJUSTED REPORT 


PROWECT DESIGNATION 
NAME OF BORROWER 
DATE SENT FOR THE PERIOD FROM TO 


ean pletion APPROVED REFUNDS SUSPENDED i tang 
ANCES DISBURSEMENTS AUDIT PERIOD 

(Cole 1) (Column 2) (Column u) (Column 6) 

1. (a)_Contractor — Sec. Sh at 101, (00 


| 310,000 | 
. Sasa Ee 
mete 
eee al 
ae ea 


iT 


Meters 
Meter Installation 


Transformers 
5. Legal fees — Sec. 2,500 
Sec. 


Sec. 
6. Miscellaneous legal expenses La) TAP POy 
(a) Contract - Sec. 
Sec. 
Sec. 
Sec. 
Sec. 


Sec. 


Secs ares 36 


(0) Force account 


8. Preallocation expenses ioe OE Shimer e oote| -0- 
Qe Rightmof-way expenses OCT Ce ee ed ee) 6,000 
11. Equipment i eae 
12. Power and telephone agreements oH as $8 | 
13. (a) Ove from General Fund (1,000) 


te) 
(d) 
te) 
(f) 
(g) 


() im iesdd ie 


Wi 


(ff) 
(99) 


Closed Budget Items 
14. Material 
15. Labor and other 


TOTAL 


SCHEDULE D4d 
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(357) 


(358) 


noe 


Schedule E — Temporary Cash Investments. A form 
similar to Schedule B3 may be used for temporary cash 


investments. 


Schedule F1 — Notes Receivable. This schedule may be 
prepared by the borrower, at least in part, but the 
auditor should check it for accuracy. The notes on 
hand should be tested by examination and compared with 
the listing. Confirmation should be obtained from 

the holders of the notes which are held for collection, 
held for safekeeping, or held as coliateral. The 
total of the unpaid balances of these notes as of 
audit date should be in agreement with the general 
ledger control account. 
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(359) 


254 


Schedule Fo - Analysis of Accounts Receivable-Electric 
Consumers. This analysis is a summary of the monthly 
entries in the general ledger account and is to be 
prepared only in cases of detailed audits or upon in- 
structions received from the Regional Head or from his 
assistant. By the use of this schedule any unusual 
debit and credit adjustments are determined for further 
review and investigation. The total of the "General 
Ledger" colum should be in agreement with the control 
account. 


e 


test o/y i*3at o/y 
SLUNOIIV O31 We¥ 
FO) LOTION) SLND Vd 38d 
= 3AN3839 «Sawin sno) 


oor avy | trent o/y $1103¥9 | une |] aire | Sinanisiray | soMitiie 13N 
y39qi1 
awa 03413930 Birches MOI 141 yos3a HLWOW 
dtusu300eH Hsvo 0.341195! 6 INWIAIY ON! LVAYIdO Wad 


2tz Div 

3! Iddv 
$11$0d 30 
oSURNSHOD 


6t 30 88 ©383S ‘umol 
SUBWNSWOD JIYLOITA BVWVAITIIY SLUNODDY OA!}B4ed009 91439013 AZUNOD 40;Ue9 
40 SISAIWHY Ayunog ¢z 03876 

T°Szt 3/¥ 


@ 


SCHEDULE F 2 


“255 


PAR. 


(360) 


256 


Schedule Fea -— Aging of Consumers! Accounts Receivable. 
All borrowers prepare an analysis of the outstanding 
account balances as of the close of each month and a 
summary thereof is included in their monthly financial 
and statistical report submitted to REA. This analy- 
sis may be used by the auditor but the details must be 
checked, or verified by means of a test-check, if 
deemed adequate. After checking the borrower’s analy- 
sis of the accounts as of the audit date, this sched- 
ule may be prepared in summary form but in sufficient 
detail to allow for insertion of information obtained 
by confirmation or other verification. Only in cases 
where a detailed audit is necessary should the indi- 
vidual balances of the current accounts be listed on 
the schedule. The totals of the several columns of 
the schedule should be reconciled with the general 
ledger balance, as follows: 


Total Accounts Current 
Accounts delinquent: 

‘1 to 29 days 

30 to 59 days 

60 to 89 days 

90 days and over 
Total Debit Balances 
Less: Credit Balances 
Balance per General Ledger 


8 8 3 
| 
* 


Ba 3k 


The schedule should bear a notation as to the extent 
of the auditor’s verification of the accounts and 
balances as of the andit date. 
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(361) 


258 


Schedule F2b - Letter of Confirmation of Receivables. 
The auditor should send requests for confirmation of 
outstanding accounts to the extent he may deem neces+ 
sary. All confirmation letters should be filed in 
the audit working papers under this schedule number, 
each one being numbered in sequence. The results of 
the confirmations should be summarized. 


e 


x | 


6 


FORM FI — 250 
(11/47) 


UNITED STATES DEPARTMENT OF AGRICULTURE 
Rural Electrification Administration 
Washington 25, D. C. 


Dear Sir: 


In connection with the sudit of the books of 


the following amounts are shown as the unpaid charges to your account as of 
19 : 
, ny 


Membership Subscriptions 
Notes Receivable 
Energy: Billings: 


Forfeited Discounts: 


Other Charges: 


TOTAL 


Please confirm the correctness of these charges or state the exceptions you 
may take thereto. A return addressed (postage free) envelope is enclosed 


for your reply. As this is a request for information, please ‘do not enclose 
a remittance. 


eae 


REA Auditor 
It will be appreciated if you will comply 
with the request of the REA Auditor. 
Title 
To 
: 4 19 (Correct 
The’ amounts shown above as due on ____.____§____+____, are (Incorrect 


(1f incorrect, please give details on reverse side.) 
Dated 


Consumer's Signature 


SCHEDULE F 2b 
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PAR. 


(362) Schedule F3 - Aging of Other Accounts Receivable. This 
schedule may be prepared by the borrower but the 
details must be verified by the auditor. The total 
amount due must be in agreement with the general 
ledger control account. The aging of accounts under 
this caption should apply to the receivables other 
than the amounts due from officers and employees, but 
these latter amounts must be investigated to determine * 
their propriety. The auditor may confirm the out- 
standing accounts by direct correspondence to the ex- 
tent he may deem necessary. 
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(363) 


262 


Schedule H1 - Analysis of Materials and Supplies — 
Electric. This analysis may be prepared by the bor- 

rower and verified by the auditor. This schedule 

should not be necessary except in cases of detailed 

audits or where material stock records are not main- 
tained in support of the general ledger control 

account. The items in the "Salvage" colunm should be 

in agreement with the items returned to stock from a 
Retirement Work in Progress. The credits in the e 
"Construction Work in Progress" column represent the 
materials withdrawn from stock and used in construction 
work and the total thereof should tie in with the 

amount shown on the analysis of the construction work 

in progress. The inventory adjustments should be 
thoroughly reviewed and commented upon in the report. 


S$3Y90¥d WI 


38W3dX3 
SLNIWLSN COV 140M 
$MOl LV¥3d0 JOVATVS 439037 
AYOLNAN| WO1190 41 S409 a EELER) NO1Ld189S30 HLNOW 


so Se 


= © GL @3BIS ‘UMOL 
J1YLO913 - S3I1ddNS ONY SIVIYSLYW @A!ZBIEd00D 31439019 AZUNOD 410340) 
40 SISATVNV Ayuno) €Z% 9282S 

T°TET O/V 


SCHEDULE H 1 


263 


PAR. 


(364) 


264 
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Schedule H1a - Inventory of Materials and Supplies - 
Electric. This is a copy of the last physical inven- 

tory taken by the borrower. This listing shall be 
furnished by the borrower and is the basis for the 
reconciliation with the general ledger control 

account. The auditor must make an adequate test-check 

of the extensions and footings and comparison with the g™ 
stock records. The schedule should also show the ex- e 
tent of the auditor’s verification. 


# 


A/C 131.1 


pinta: 4) Coanty INVENTORY OF MATERIALS AND SUPPLIES - ELECTRIC 
Center County Electric Cooperative 
Town, State as of 19 


QUANTITIES 
WEIGHT 
_ OR UNIT 


IRVENTORY 
VALUE 
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(365) 
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Schedule H2 - Analysis of Materials and Supplies — 
Resale. This analysis is a summary of the items of 
materials and supplies purchased for resale and should 
only be made in cases of detailed audits or upon in- 
structions of the Regional Head or his assistant. The 
schedule can be prepared by the borrower but it mst 
be checked by the auditor and a notation made thereon |. 
as to the extent of the verification. The inventory 
adjustments made during the period of audit must be 
thoroughly reviewed and comments made thereof in the 
audit report. 
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(366) 


268 


Schedule H2a — Inventory of Materials and Supplies - 
Resale. As in the case with Schedule Hla, this is a 
listing of the last physical inventory taken by the 
borrower and furnished to the auditor. It is the 
basis for the reconciliation with the general ledger 
control account. An adequate test-check of the 
prices, extensions and footings should be made by the 
auditor. The schedule should also show the extent of 
the auditor’s verification. 


State 23 County 
Center County Electric Cooperative 
Town, State 


A/C 131.2 
INVENTORY OF MATERIALS AND SUPPLIES ~- RESALE 
as of 19 


QUANTITIES 
WEIGHT 
OR UNITS 


INVENTORY 


SCHEDULE H 2 a 
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(367) 


270 


Schedule H3 - Inventory Certificate. This inventory 
form must be completed and filed with the working 
papers in connection with all balance sheet audits. 
The items listed under Paragraph No. 7 should be in 
agreement with the general ledger account balances as 
of the date of the audit and tie in with the schedule 
pertaining thereto. 


e 


FORM Fl — 1730 (11-4 


DEPARTMENT OF AGRICULTURE SYSTEM. 
RURAL ELECTRIFICATION INVENTORY CERTIFICATE AUDIT REPORT NO. 
ADMINISTRATION AUDIT DATES 


PERIOD COVERED 


To REA Auditor: 


| hereby CERTIFY that the materials and supplies on hand as of 19. as shown by the 
general books of account, are based on a physical inventory taken under my direction as of 
19: ~+that transactions between such date and 19 have been properly reflected 
in the accounts, and that to the best of my knowledge and belief: 


1. All stocks belonging to the cooperative 19 and having any substantial value 
are included, but no obsolete, damaged or useless materials, supplies or merchandise are included at 
prices in excess of realizable value. 


2. . The quantities shown by the physical inventory are correct, were determined by actual count, weight 
or measurement, and frere taken in substantially the same manner as the physical inventory at the close 
of the previous periods. 


3. The entire inventory is the unencumbered property of the cooperative (excluding mortgage to REA) and 
does not include (a) stocks on consignment from others (b) unshipped stocks billed to members and/or 
consumers at or prior to 19 or (c) advance payments on account of purchase 
contracts for future deliveries. 


4, Each item of inventory is priced on the basis of actual invoice cost plus freight and appropriate 
delivery and handling charges applicable thereto. This method of valuation conforms substantially 
to the basis used in pricing previous physical inventcries. 


5. The quantities of materials and supplies on hand as of 19 were compared with 
the stock records as of that date and the descrepancies were adjusted to the physical inventory 
amount as follows: 


Amount per Amount per Differences 
Inventory Stock Record** Over* under® 
Materials and Supplies — iat 
BlectintCuee sien acicep sss «hue $ $ $ 
RESAlC. ce eee eee eersceree 
Total $ $ $ $ 


a : ees 
* These figures should be gross: Total Overages and Total Shortages. 
** Before physical inventory adjustment, if any. 


6. Liability for all items included in the inventory has been recorded in the accounts and purchase com 
mitments were not in excess of normal requirements nor at prices in excess of current market prices. 


7. The total amount shown on the general ledger as of 19 is $ and 
comprises the following: 
Materials and SupplieS — El@CtriC.rsceeeereneeeeceneeecees iaaimale peer sone, 


Materials and Supplies — RESal@...-eseeeeeeererecce sais fais ete lpiavet blair is eee sive 


MG Lela See ceia(nce re: ele satoluiesUnis ls: iaiaie 0160/5) .a m/6)eTe'018,0) 6ini4.nie 


Manager 
CERTIFIED AS TO: 


Quantities - Title 


Values, Prices and Valuation __- Title 


Usable Candition 
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Schedule J1 — Prepayments -— Insurance. All insurance 
policies in force during the period of audit mst be 
reviewed and the details checked with the entries in 
the general ledger accounts. This schedule is a list- 
ing of all policies in use during the audit period. 

If the borrower maintains a suitable insurance regis- 
ter which contains a record of all policies and 
reflects the proper distribution of the premiums paid, 
this schedule can be reduced to a summary form. 
Notation must be made on the summary schedule stating 
the extent of the auditor’s verification. 
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(369) 


274 


Schedule J2 - Other Prepayments. This schedule must be 
prepared whenever there is a balance in this account. 


e 


A/C 192.2 


State 23 County OTHER PREPAYMENTS 


Center County Electric Cooperative 
Town, State 


AMOUNT WRITTER 
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(370) Schedule K ~ Umamortized Loan Expense and Schedule [ - 


276 


Extraordinary Property Losses. A similar form of 
working paper schedule can be prepared for these two 
account classifications. ‘The charges and expenses re- 
lating to the unamortized loan expense account in con- 
nection with each loan or obligation should be grouped 
and the write-offs should be based on the total cost 
for each loan and calculated at the rates specified by 
the board of directors. The ordinary property losses 
account, when authorized or directed by R&A shall in- 
clude such losses and damages not provided for by 
reserves and which would not reasonably have been fore- 
seen and provided for. The amount of amortization on 
each schedule may be divided into separate columns to 
show the write-offs for each accounting period or 
portion thereof, or a summary may be made of the total 
write-offs during the present audit period. The write- 
offs should tie in with the Amortization of Loan Ex- 
pense, Account 531, or the Property Losses Chargeable 
to Operations, Account 506. These schedules can be 
prepared by the borrower but the details shown thereon 
must be thoroughly test-checked by the auditor. 
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Schedule M — Preliminary Survey and Investigaz von 
Charges. The schedule may be a summary by types of 
charges and of the detailed information which the bor- 
rower should keep in connection with this account. 
Those charges pertaining to certain section or sections 
may be grouped. The write-offs should tie in with the 
amounts charged to Miscellaneous Income Deductions, 
Account 539. 
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Schedule N — Retirement Work 1n Progress. This sched- 

ule is an analysis of the general ledger control 

account and contains the changes effected during the 
period of audit. This schedule should be prepared in 
summary form. The items shown under the plant accounts 
represent the cost of plant retired. The details of 

these columns should tie in with the retirements 

shown in the analyses of plant accounts and the totals 
should agree with the breakdown shown on Exhibit B, 

if prepared. The "Materials Salvage" column contains 

the credits entered for the value of line materials 
salvaged in the retirements and placed in stock for 

future use. These entries should be in agreement with 7 
the analysis of the material account, Schedule Hl. a 
The net amounts entered in the colum for completed 

work orders represents the loss due to retirements and 
should agree with the charges to the reserve account. 

The total in the "Net Balance" colum should be in 
agreement with the general ledger control account. 
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(373) 


282 


Schedule N1 -— Incomplete Retirement Work Orders. This 
ss a trial balance of the cost ledger or other sub- 
sigiary record containing the retirement work orders 
which have not been completed. The total of the net 
balance colum should be in agreement with the general 
ledger control account. The schedule may be prepared 
by the borrower but it must be checked by the auditor 
and a notation made thereon as to the extent of veri- 
fication. 
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Schedule AA1 — Memberships Issued. The schedule 
described is a summary drawn up from a review and 
analysis of the general ledger account and is to be 
prepared only in cases of detailed audits or upon 
instructions received from the Regional Head or from 
his assistant. The borrower should maintain a sub- 
sidiary record of the membership certificates issued 
and the trial balance thereof should be in agreement 
with the general ‘ledger account. 


State 23 County A/C 200.1 
Center County Electric Cooperative MEMBERSHIPS ISSUED 
| ee 


~ Town, State as of 
r) NUMBER OF 


CERTIFICATES 


Memberships issued — Prior Aupit 


Add — Memberships issued during period 


Less - Certificates Cancelled 


Balance — Certlificates Outstahding as of Date of Audit. 


Schedule AA * 
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(375) Schedule AA2 — Memberships Subscribed but Unissued. 
If the borrower does not maintain adequate records, the 
borrower should be requested to prepare this schedule 
to reflect the subscriptions received for which certi- 
ficates of membership have not been issued. The 
schedule should tie in with the receivable account 
which shows the balance unpaid on these subscriptions. 
Proper notations should be made on this schedule 
stating the extent of the auditor’s verification and ¢ 
the condition of the subsidiary records. If proper 
subsidiary records are maintained, the borrower's 
trial balance thereof may be verified and reconciled 
with the general ledger account. Under these circum- 
stances, the schedule would be a sunmary of the trial 
balance with a statement to the extent of the audi- 
tor’s verification. 


286 


State 23 County a/C 200.2 - 127 


Center County Electric Cooperative MEMBERSHIPS SUBSCRIBED BUT UNISSUED 
Town, State as of 19S . 
DATE APPLICA AMOUNT NT SUBSCRIPTION 
OF BAP, SUBSCRIBED RECEIVABLE 
APPLICATION oh phie 
(A/C 200.2) (A/C 127) 
as 
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PAR. 


(376) Schedule aa - Patronage Capital and Patronage Refunds 


288 


Payable. is schedule is to be used for those coop- 
eratives which have adopted the Capital Credits Plan. 
The schedule should show the balance of Account 224, 
carried over from the prior audit. To this shall be 
added or deducted the changes during the period of 
audit, showing the amounts set up for payment and 
amounts paid. The resulting balance should agree with 
the general ledger account. 
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PAR. 


(377) Schedule BB1 — Long-Term Debt - REA Construction. This 


schedule is a summary of the several general ledger 
account balances which comprise the long-term construc- 
tion obligation as of the date of the audit. Total 
loans recorded should be reconciled with the loan con- 
tracts, and other balances reconciled with the most 
recent interest statements. The schedules should show 
correct deferred interest as of the audit date. Recon- 
ciliation between the amount on schedule and interest 
statement should be explained by footnote showing the 
accrued amount per the last interest statement and the 
additional accrual for the subsequent intervening 
period. For the purpose of reconciling this schedule 
with the general ledger accounts, total matured prin- 
cipal and total matured deferred interest as summarized 
on schedule EE should be deducted from colum totals. 
The auditor should make a notation on the schedule as 
to the extent of his verification of the details and 


also comment whether all interest calculations have been 


checked and verified by the borrower. 
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PAR. 


(378) Schedule BB2 — Long-Term Debt - REA Installation. This 


292 


schedule is also a summary of the several general led- 
ger account balances which comprise the Long-Term Debt 
- REA Installation Obligation. The auditor must recon- 
cile the total outstanding with the most recent inter- 
est statement received from REA. The schedule must 
bear a notation as to the extent of the auditor’s veri- 
fication and whether al] interest calculations have 
been checked and verified by the borrower. 
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(379) Schedule CC - Notes Payable and Interest Accrued. The 


294 


list of notes payable as of audit date may be prepared 
by the borrower. The details should be verified by the 
auditor and a notation made on the schedule as to the 
extent of his verification. 


SCHEDULE CC 
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PAR. 


(380) Schedule DD - Accounts Payable. This schedule may be 
prepared by the borrower but the details must be 
checked by the auditor. Comment should be made on the 


schedule as to the extent of the auditor’s verification 
thereof. 


> 
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State 23 County A/C 222 
Center County Electric Cooperative ACCOUNTS PAYABLE 


+ Town, State as of 
DATE PAYEE PARTICULARS Seeenat } ont 
U A/C 222.4 CONSTRUCTION 
A/C 222.2 


SCHEDULE 00. 
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(381) Schedule DD1 - Liability Certificate. This certificate 


298 


is secured in connection with all balance sheet audits. 
It should be understood that a liability certificate is 
not a substitute for a proper examination by the 
auditor, but merely a precaution to provide written 
evidence that the auditor made proper inquiry from the 
management regarding the existence of liabilities not 
otherwise determinable from the records. 


FORM FI 


DEPARTMENT OF AGRICULTURE SYSTEM ee 
RURAL ELECTRIFICATION LIABILITY CERTIFICATE PERIOD COVERED 


ADMINISTRATION 


REA Auditor. 


in connection with your audit of the books and records of this organization as of_______—” 
49-_and with reference to your inquiries regarding the liabilities, we now confirm, to the 


best of our knowledge and belief, the information and explanations as follows: 


1. All known liabilities of this organization at——_—_____—_____, 19 , in respect of 
purchases, salaries, wages, Special compensation, taxes (including federal income 
taxes), legal fees, accrued expenses, unsatisfied judgments, special assessments 
levied for civic improvements, or of any other nature, were recorded as such on the 
bovks as at that date. 


2. There were no law suits pending against the organization at the above-mentioned 
date nor at the present time which are likely to result’ in a loss affecting the 
period prior to___________, 19__, other than those for which an ample pro= 
vision was made on the books of the organization as at that date. You have the opin= 
ion, in writing, of the organization's attorneys respecting such liability as may 
Pee itaetironnt boast ts) i0 fa — 


3. As at the above-mentioned date, this organization had no contingent liabilities in 
respect of accommodation endorsements, guarantees, pending claims, or of any nature 
except as follows: 


4. ‘This organization has not orally or otherwise acquired any options nor has it 
entered into any agreement to buy the assets or securities of other organizations 
except as follows: 


Signed 
Manager 


Cooperat ive ————___$_$_$_$_£€?,€T$?_______- 
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PAR. 


(382) Schedule EE - Matured Principal and Interest on Long- 


300 


Term Debt. This schedule should contain the principal 

and interest amounts matured on the long-term debt 

accounts which have not been paid and for which no 

specific arrangement has been made for an extension of 

time in which to make payment. The schedule may be ; 
prepared by the borrower but a notation should be made oe 
thereon as to the extent of the auditor’s verification. 


State 23 County 
Center County Electric Cooperative 
Town, State 


BILLED ON 


STATEMENT J 


DELINQUENT 


A/C 225 - 226 
MATURED PRINCIPAL AND INTEREST ON LONG-TERM DEBT 
as of 19 


MATURED MATURED 
PRINCIPAL INTEREST 
A/C 225) (a/C 226) 


APPLICABLE TO 
DESIGNATED NOTES 


SCHEDULE EE 


301 


se a 
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(383) Schedule FF — Consumers’ Deposits. If the borrower 


302 


eo aide 


does not maintain a satisfactory subsidiary record of 
the deposits received and refunded, this schedule must 
be prepared. It may be prepared by the borrower and, 
if so, it must be checked by the auditor and a notation 
made on the schedule as to the extent of the verifi- 
cation. If proper subsidiary records are kept, the 

borrower’s trial balance thereof may be verified and — 
reconciled with the general ledger account. The sched- 
ules would, in such cases, be a summary of the trial 
balance with a statement to the extent of the auditor’s 
verification. | 


State 23 County 
Center County Electric Cooperative 
Town, State 


DATE 
RECEIVED 


WAME OF DEPOSITOR 


A/C 227 
CONSUMERS' DEPOSITS 


as of cnt ae es 


19 


AMOUNT OF 
DEPOSIT OR 
BALANCE 


AMOUNT 
APPLIED 
(A/C 125.14) 


DEPOSIT 


RECEIPT oy 


OF DEPOSIT 


SCHEDULE FF 
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(384) Schedule GG1 - Accrued Property Taxes. This schedule 


304 


should show the taxes paid for the last full taxable 
year and a reconciliation of the unpaid taxes with the 
general ledger account as of the audit date. Proper 
verification of the taxes paid and amounts of accruals 
should be made by the auditor. The period covered 
should be stated on the working paper schedule. A 
check should also be made with the prior audit working 
papers to ascertain whether any taxes are due but not 
paid. This schedule should be prepared in those cases 


in which adjustments of the tax accounts are necessary. 


State 23 County A/C 228.1 - 507.1 
. Center County Electric Cooperative ACCRUED PROPERTY TAXES 
= Town, State 19 


as of ’ a 


Taxes paid in year 
accrued as of December 31, 19 


Estimate payable as of December 31, 19 
“(using prior year’s tax as basis 
and taking into consideration 
approximate increases due to line 

construct ion) 


current period’s accrual, per books 


Estimate tax for current period 
based on prior year’s actual tax 


Difference - current period 


Total pifference (Journal Entry # 


SCHEDULE GG ft 
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(385) 
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Schedule GGz - Social Security Taxes Accrued and 
Employees’ Income Tax Withheld. This is summary of 
the details comprising the balances of the several 
ledger accounts as of the audit date. The balances 
should be broken down. by months, showing the amounts 
applicable to each month. The accounts should be 
reviewed by the auditor and the schedule should con- 
tain a statement as to the extent of his verification. 
This schedule should be prepared in those cases in 
which adjustments of the accrued amounts are necessary. 


— 
E 
\ p 


State 23 County SOCIAL SECURITY TAXES ACCRUED - 
Center County Electric Cooperative AND EMPLOYEES’ INCOME TAX WITHHELD 
* Town, State as of 1oae 
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U.S. - S.S. U.S. - S.S. STATE - S.S. beta 
UNEMPLOYMENT |OLD AGE BENEFI UNEMPLOYMENT Ui THHELD 
(a/c 228.2) | (A/C 228.3) | (A/C 228.4) ; 
(A/C 230.2) 
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Schedule HH1 — Accrued Interest and Interest Expense 
on Construction Loans. This schedule is used to 7 
reconcile the interest accruals with the distribution oe 


of the interest charges. The analysis can be made in oe 
summary form and need not be detailed. 
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Schedule JJ - Other Accruals and Deferred Credits. 
Schedules similar to these should be included in all 
other credit accounts not provided for in other sched- | 
ules. Separate schedules should be included for each « 
account classification under this caption and the net ™ 
balance thereof, as of audit date, should be in agree- 
ment with the respective general ledger account. The 
auditor should comment on the propriety of the bal- 

ances in these accounts. 
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Schedule Kkz1 — Computation and Reconciliation of 
Depreciation of Distribution Plant. If a test-check 
of one month’s depreciation on generating, trans- 
mission, and distribution plant reveals that the 
cooperative’s calculation is reasonably correct, and 
the monthly entries to the general ledger account dur- 
ing the period of the audit reflect approximately the 
same amounts that are shown in the month which was 
test-checked, then the top portion of this schedule 
need not be prepared. In place of the words "(from 
this schedule)" on the bottom portion, the words 
"(general ledger test-checked)" can be inserted to 
indicate that the test mentioned above was performed. 
If the initial test-check of one-month’s calculation 
indicates that there is a material difference, then 
the schedule would be completed in its entirety. In 
connection with the summary analysis of this account 
(the bottom portion of the schedule), the charges to 
the reserve accounts should tie in with the credits to 
the retirement account, Account 144, and all reconcil- 
ing items should be fully explained. Credits to the 
account should be reconciled with the depreciation ex- 
pense account. 
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Schedule Ll1 — Contributions in Aid of Construction. 
This schedule should reflect the entries made with 
respect to contributions received and the amounts 
thereof applied to other accounts. The balances 

carried forward as of the beginning and end of the 

audit. period’ should show the actual amounts received 

for each contribution, the portion transferred to 
other accounts and the net balance remaining in the o 
account. The balances as of the beginning of the 

audit period should only comprise those items received 
which had not been transferred at that time. 
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Schedule Ll2 — Consumers Contributions for Debt Serv- 
ice. This schedule is a summary of the amortization 
charges billed to consumers for the express purpose 
of servicing of long-term debt. The balance as of the 
beginning of the audit should be brought forward from 
prior audit working papers showing the billings for 
each of the fiscal years or periods up to that date. 
To this shall be added the monthly billings during the 
period of audit. If funds representing collections of 
these charges are segregated and placed in the sepa- 
rate cash account, the schedule should contain a 
reconciliation of the total billings with the balance 
on deposit in bank. 
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State 23 County : A/C 265.2 
Center County Electric Cooperative COWSUMERS' CONTRIBUTION FOR DEBT SERVICE 
Town, State 08 (0% oe ee 19 


June 30, 1949 | Balance per prior Audit $ 18,100.01 
Billings: 
year ending June 30, 1946 $ 3,579.15 
Year ending June 30, 1947 4,205.37 
Year ending June 30, 1948 4,417.99 
Year ending 5,897.50 
Total Billings $ 18,100.01 


oo 


1949 Billings during |period of 
July $ 491.62 
August 538.47 
September 535.16 
October 537.49 
November 536.40 
December 538.55 
1950 
January 544. 35 
February 545.64 
march 546.74 
April 540.37 
May 543.82 
June 600.74 6,499.35 
June 30, 1950 | Balance per Leqger $ 24,599.36 


———————— 


Reconciliation |with Cash Account (#114.1): 
Payments to REA — Principal Interest 
$ 3,109.84 
3,984.27 


4,007.92 


4,332.57 $ 206.26 
5,836.54 321.72 
$ 21,271.14 $ 527.98 $ 21,799.12 
June Amortizatton Collections |in Transit 600. 74 
(Received |subsequent to Audit Date) 


Cash on Deposit! (A/C 114. 1) 2,199.50 


— 


Total Billings $ 24,599.36 
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(391) Schedule MM - Miscellaneous Margin Reserves. This 
schedule must contain an analysis of the respective ac- 
count and a summary of the items contained therein. 

The schedule should contain a statement that the 
account has been verified by the auditor. 


- 


318 


State 23 County A/C 258 
Center County Electric Cooperative MISCELLANEOUS MARGIN RESERVES 
Town, State 08°: 0t ee ee ee A 
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(392) Schedule NN ~ Donated Capital. This schedule is to be 


320 


prepared to support any balance existing in the donated 
capital account. The schedule may start with the prior 
audit balance, provided the account has been scheduled 
to that date. The description column should be used to 
reflect details concerning the sources and nature of 
the donations. 


State 23 County peter ge ; en 


\ Center County Electric Cooperative 
e Town, State as of 9 


DATE DESCRIPTION 
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(393) Schedule NN1 - Sarned Surplus. This summary is to be 
prepared for a borrower which is not a nonprofit coop- 
erative. The balance as of prior audit is carried for- 
ward from the prior audit papers. The "Net Operations" 
column shows the net results per the fiscal year-end 
closings of the revenue, expenses, and other income and 
deductions accounts. These closings are in accordance 
with the book entries that were entered on the books 
subsequent to the prior audit. The items in the col- 
umns for adjustments to surplus represent the entries 
in the miscellaneous credits to surplus and miscel- 
laneous debits to surplus, accounts 40] and 414, e 
respectively, and are broken down into the fiscal years 
to which they are applicable. The audit adjustments 
for the present period must be included so that the 
total of the adjusted balance column shall be in agree- 
ment with the amount carried on the balance sheet. 
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A/C 2714 
EARNED SURPLUS 


Pet Wee eee ME IGS 
ADJUSTMEKTS TO SURPLUS 
ADJUSTED 
CREDIT DEBIT BALANCE 
A/C 401 A/C 414 


1,000.00 


State 23 County 
Center County Electric Cooperative 
Town, State as of 


BALANCE 
PRIOR AUDIT 


19 


WET 
OPERATIONS 


PERIOD 


to 


(Start with first year of 
operation) 


1945 (Inception) 1,000.00 


Year 1946 1,000.00 1,000.00 
1947 2,000.00 500.00 300.00 2,200.00 
1948 5,000.00 1,000.00 200.00 5,800.00 
1949 7,000.00 500.00 1,000.00 6,500.00 
1950 3,000.00 3,000.00 


TOTALS 16,000.00 3,000.00 2,000.00 1,500.00 19,500.00 


Per Ledger Accounts: 


A/c 6/30/50 16,000.00 
A/C 6/30/50 2,000.00 

18,000.00 
a/c 6/30/50 1,500.00 
Bala 6/30/50 16,500.00 
Net Pperations 1/1/50 6/30 3,000.00 


19,500.00 


Adjusted Balance 
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(394) Schedule NN1 - Patronage Capital and Other Member and 
Patron Equities. This schedule is prepared for those 
borrowers which are nonprofit cooperatives. The 
"Operating Margins" column should contain the net 
credit balance of the operating accounts for each fis- 
cal year of a borrower which has not adopted the Capi- 
tal Credits Plan. If this plan has been adopted, the 
net debit balance of the operating accounts (costs in 
excess of receipts) will be transferred to the 
operating margins account, but the net credit balance 
of the operating accounts (receipts in excess of costs) 
will be transferred to the account of patronage capi- 
tal assignable. The other columns of this schedule - 
should contain the details in the respective general 
ledger accounts and the net balance should be in agree- 
ment with the ledger balance. 
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(395) Schedule VW2 - Misc 
Schedule NN3Z - Misc 


ellaneous Credits to Surplus and 
ellaneous Debits to Surplus. These 


schedules are prepared for a borrower which is not a 


nonprofit cooperati 


ve. The schedules should be pre- 


pared in detail and the entries in the account should 


be fully described. 
with the accounts a 
which they apply. 
the prior audit sho 
actions during the 
described. 


The amounts should be identified 
ffected and with the fiscal years to 
The balances in the accounts as of 
uld be brought down and all trans- 
current audit period must be fully 


> + 
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State 23 County MISCELLANEOUS CREDITS TO SURPLUS A/C 401 
Wilson County Rural Public Power District MISCELLANEOUS DEBITS TO SURPLUS A/C 414 


9 Town, State Gsiot ee ore eee 


DATE DESCRIPTION pine ACCOUNT FISCAL PERIOD 
Y AFFECTED 


APPLICABLE 
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SCHEDULE NY 3. 
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(396) Schedule NN2 - Miscellaneous Credits to Patrons’ and 
Members' Equities and Schedule NN3 - Miscellaneous 
Debits to Patrons' and Members’ Equities. These sched- 
ules are prepared for a borrower which is a nonprofit 
cooperative. These schedules should show all entries 
to the accounts in such details that the amounts are 
identified with the years and with the accounts to 
which they are applicable. Adjustments pertaining to ry 
operating revenue accounts and cost of electric service | 
accounts should be credited to Miscellaneous Credits to 
Patronage Capital, Account 402.1, or debited to Miscel- 
laneous Debits to Patronage Capital, Account 415.1. All 
credit items affecting nonoperating revenues and/or ex- 
pense therewith would be credited to Miscellaneous 
Credits to Other Equities, Account 402.2, and all debit 
items would be charged to Miscellaneous Debits to Other 
Equities, Account 415.2. The entries by which the 
bookkeeper closes these accounts at the end of each 
fiscal year should be correctly applied: 
1. If the amount of the adjustment is not large and 
does not affect the capital credits previously 
allocated, it should be closed to "Operations 
Clearing," Account 274, and applied to the ap- 
propriate current year’s account. 
2. If the entries affect a period for which patrons’ ~ 
credits have been allocated, and the amount is 
large enough to materially affect the alloca- i 
tions for that period, they should be closed to 
Patrons’ Capital Credits, Account 201.1, and 
allocated to patrons. 
3. If the adjustment applies to a period for which : 
the patronage capital has not been assigned, it : 
should be closed to Patrons Capital Assignable, , 
Account 201.2. 
The auditor should prepare adjusting entries closing the 
402 and the 415 accounts, as of the date of his audit, f 
in accordance with the above principles and the pro- 
cedure outlined in the Uniform System of Accounts. 
However, for audits covering periods not ending with the 
close of the accounting year, smal] adjustments which 
would be applicable to Account 274, Operations Clearing, 
should be closed instead to the appropriate revenue or “a 
expense accounts open on the books. The schedules 
should show complete details of the entries in the ac- 
counts during the period of audit and the items should 
be fully described. The summary should provide ap- 
propriate data for preparation of Schedule NN 1. Nd 


